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CONSTITUTION  OF  THE  NATIONAL  TAX 
ASSOCIATION 

As  Amended  at  the  Seventh  Annual  Meeting,  October 

25,  1913,  AND  AT  the  Ninth  Annual  AIeeting, 

August  13,  1915 


ARTICLE  I 
Name  and  Objects 

Section  1.  The  name  of  this  association  shall  be  "  National  Tax 
Association." 

Sec.  2.  Its  objects  shall  be  to  formulate  and  annomice,  through 
the  deliberately  expressed  opinion  of  an  annual  conference,  the 
best  informed  economic  thought  and  ripest  administrative  experi- 
ence available  for  the  correct  guidance  of  public  opinion,  legislative 
and  administrative  action  on  all  questions  pertaining  to  taxation, 
and  to  interstate  comity  in  taxation. 

ARTICLE  II 

Membership 

Section  1.  Any  person  in  sympathy  with  the  objects  of  the 
association  shall  be  eligible  to  membership.  All  membership  shall 
be  continuing  and  the  dues  therefor  shall  be  paid  annually  unless 
the  membership  is  discontinued  by  reason  of  death,  resignation  or 
non-payment  of  dues. 

Sec.  2.  The  annual  membership  dues  shall  be  five  dollars,  and 
shall  be  payable  in  advance,  on  the  date  of  application  for  member- 
ship, and  annually  thereafter.  Any  member  who  shall  fail  to  pay  his 
dues  within  one  year  from  the  date  when  payable  shall  be  dropped 
from  membership  on  account  of  such  non-payment. 

Sec.  3.  All  members  not  in  arrears  for  annual  dues  shall  be  en- 
titled to  receive,  without  charge,  one  copy  of  the  proceedings  of  the 
annual  conference  for  the  current  year,  and  one  copy  of  such  re- 
ports, bulletins,  pamphlets,  and  documents  as  may  be  issued  by  the 
association  from  time  to  time  for  general  circulation. 

(xi) 
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ARTICLI':  III 
Annual  Conference 

Section  1.  An  annual  national  conference  on  taxation  shall  be 
held  under  the  auspices  of  this  association  during  the  month  of 
September  in  each  year,  or  at  such  time  and  place  as  its  executive 
committee  may  determine.  The  details  of  each  conference  shall  be 
arranged  by  the  executive  committee  in  cooperation  with  such 
special  and  standing  committees  as  may  be  created  by  this  associa- 
tion at  its  annual  meetings  for  such  purposes. 

Sec.  2.  The  administrative  personnel  of  each  annual  conference 
shall  be  composed  of  three  delegates  appointed  by  the  governor  of 
each  State,  and  public  ofikials  holding  legislative  or  administrative 
positions  charged  with  the  duty  of  investigating,  legislating  upon, 
or  administering  tax  laws. 

Sec.  3.  The  educational  personnel  of  each  annual  conference 
shall  be  composed  of  persons  identified  with  universities  and  col- 
leges that  maintain  a  special  course  in  public  finance,  or  at  which 
that  subject  receives  special  attention  in  a  general  course  of  eco- 
nomics; members  of  the  profession  of  certified  public  accountants; 
and  public  men,  editors,  writers  and  speakers  who  hold  no  educa- 
tional or  official  position  but  who  have  developed  a  special  interest 
in  the  subject  of  taxation. 

Sec.  4.  The  voting  power  in  each  conference  upon  any  question 
involving  an  official  expression  of  the  opinion  of  the  conference 
shall  be  vested  in  delegates  appointed  by  governors  of  states;  uni- 
versities and  colleges,  or  institutions  of  higher  education,  and  state 
associatiouL^  of  certified  public  accountants,  each  of  whom  shall  have 
one  vote. 

Sec.  5.     Voting  by  proxy  shall  not  be  allowed. 

Sec.  6.  No  member  of  this  association  shall  have  the  right  to 
vote  in  any  annual  conference  by  virtue  of  such  membership. 

Sec.  7.  The  last  session  of  each  annual  conference,  or  so  much 
of  it  as  may  be  necessary,  shall  be  devoted  to  the  consideration  of 
the  report  of  the  conference  committee  on  resolutions  and  conclu- 
sions. The  report  of  this  committee,  as  adopted  by  the  conference, 
shall  be  its  official  expression  of  opinion,  and  it  shall  not  be  held 
to  have  endorsed  any  other  expression  of  opinion  by  whomsoever 
made.  The  voting  power  of  the  conference  upon  an  official  ex- 
pression of  its  opinion,  is  limited  with  the  purpose  of  safeguarding 
the  conference  from  the  possibility  of  having  its  expression  of 
opinion  influenced  by  any  class  interest;  or  consideration  for  those 
who  devote  their  time  to  the  work  or  management  of  this  associa- 
tion ;  or  favor  for  those  who  contribute  money  for  its  support.  The 
annual  conference  will  be  the  means  used  by  the  association  for 
carrying  into  practical  effect  its  purpose  to  secure  an  expression  of 
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opinion  that  will  formulate  and  announce  the  best  informed  eco- 
nomic thought  and  ripest  administrative  experience  available  for 
the  correct  guidance  of  public  opinion,  legislative  and  administra- 
tive action  on  all  questions  pertaining  to  taxation,  and  to  interstate 
comity  in  taxation. 

Sec.  8.  Organization  of  the  Conference.  —  The  temporary  and 
permanent  chairman ;  secretary  and  official  stenographer ;  address 
of  welcome  and  response  to  the  same;  meeting  place,  accommoda- 
tions for  delegates,  and  all  necessary  preliminary  details  for  each 
conference,  and  also  the  program  of  papers  and  discussions,  shall 
be  arranged  for  the  conference  by  the  executive  committee  of  this 
association.  All  other  details  of  the  organization  and  work  of  the 
conference  shall  be  arranged  by  the  delegates  present  in  such  man- 
ner as  they  may  from  time  to  time  decide. 

ARTICLE  IV 
Annual  and  Special  Meetings  of  the  Association 

Section  1.  The  annual  meeting  of  the  association  shall  be  held 
in  connection  with  the  annual  conference  and  at  such  time  as  the 
executive  committee  may  determine.  Sixty  days'  notice  shall  be 
given  to  all  members  of  the  time  and  place  at  which  such  annual 
meeting  is  to  be  held. 

Sec.  2.  Special  meetings  of  this  association  may  be  held  at  any 
time  and  place,  when  called  by  its  executive  committee.  At  least 
thirty  days'  notice  shall  be  given  to  all  members  of  each  special 
meeting,  which  notice  shall  specify  the  purpose  for  which  the  meet- 
ing is  called,  and  no  business  shall  be  transacted  at  such  meeting 
other  than  that  specified  in  the  call. 

Sec.  3.  A  majority  of  all  members  present  at  any  annual  or 
special  meeting  of  this  association  shall  constitute  a  quorum  for  the 
transaction  of  business,  but  such  quorum  shall  at  no  time  be  less 
than  fifteen,  and  whenever  the  attendance  of  members  and  dele- 
gates exceeds  one  hundred,  twenty-five  shall  constitute  a  quorum. 

ARTICLE  V 

Officers  and  Executive  Committee 

Section  L  The  affairs  of  this  association  shall  be  administered 
by  a  president,  a  vice-president,  a  secretary,  a  treasurer  and  an 
executive  committee  consisting  of  the  president,  vice-president, 
secretary,  treasurer  and  nine  additional  members  to  be  elected  by 
the  association  at  its  annual  meetings  and  to  hold  office  until  their 
successors  are  duly  elected.  In  the  discretion  of  the  association  the 
same  person  may  serve  both  as  secretary  and  treasurer.  The  ex- 
presidents  at  their  option  may  become   ex-officio  members  of  the 
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executive  committee,  and  two  honorary  members  of  the  executive 
committee  may  be  elected  annually  representing  the  Dominion  of 
Canada. 

Sec.  2.  Ofiicers  shall  be  elected  for  terms  of  one  year  and  shall 
be  eligible  for  re-election.  Three  active  members  of  the  executive 
committee  shall  be  elected  each  year  for  terms  of  three  years  each, 
except  that  at  the  first  election  following  the  adoption  of  this 
amendment  three  such  members  shall  be  elected  for  terms  of  three 
years,  three  for  terms  of  two  years  and  three  for  terms  of  one  year 
each.  After  the  election  in  1915  no  such  member  of  the  executive 
committee  shall  be  re-elected  to  succeed  himself  thereon. 

Sec.  3.  A  vacancy  in  any  office  or  in  the  membership  of  the 
executive  committee  or  of  any  standing  committee  may  be  filled  by 
the  executive  committee  for  the  unexpired  term. 

ARTICLE  VI 
Duties  of  Officers  anu  Committees 

Sectiox  1.  The  ofiicers  of  this  association  shall  perform  the 
customary  duties  of  their  respective  ofiices,  and  such  other  duties 
as  may  be  assigned  to  or  required  of  them  from  time  to  time  by  its 
executive  committee,  or  by  the  association. 

Sec.  2.  When  compensation  is  paid  to  any  ofiicer  of  this  asso- 
ciation, the  amount  thereof  shall  be  fixed  by  the  executive  com- 
mittee, and  payment  shall  be  made  only  as  authorized  by  that 
committee. 

Sec.  3.  The  Executive  Committee  shall  have  power  to  appoint 
additional  ofiicers,  heads  of  departments  and  agents,  from  time  to 
time,  prescribe  their  duties,  fix  their  term  of  oflice,  and  their  com- 
pensations, and  also  to  appoint  standing  or  special  committees  and 
prescribe  their  powers  and  duties.  All  committees  appointed  by  the 
executive  committee  shall  report  to  that  committee. 

Sec.  4.  The  Executive  Committee  and  all  standing  committees 
created  by  this  association  shall  perform  such  general  and  special 
duties  as  may  be  assigned  to  them  by  the  association. 

Sec.  5.  Such  standing  and  special  committees  may  be  created 
from  time  to  time  by  this  association  as  may  be  deemed  necessary 
for  the  efiicient  promotion  of  the  work  being  undertaken.  All  com- 
mittees appointed  by  the  association  shall  report  to  the  association. 

ARTICLE  VII 

FiXANci.\L  Management 

Section  1.  This  Association,  its  Executive  Committee,  or  any 
of  its  ofiicers,  agents,  or  employees  shall  have  no  power  to  contract 
a  debt,  or  liability  of  any  kind,   for  which  the  association  or  its 
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members  collectively  or  individually  can  be  held  responsible,  in 
excess  of  the  amount  of  its  funds  available  for  the  payment  of  the 
same. 

Sec.  2.  The  fiscal  year  of  the  association  shall  begin  with  the 
first  day  of  the  month  of  July  and  end  with  the  last  day  of  the 
month  of  June  in  each  year. 

Sec.  3.  The  accounts  of  the  association  for  each  fiscal  year  shall 
be  closed  on  the  30th  day  of  June  in  each  year.  They  shall  be 
audited  by  a  chartered  or  certified  public  accountant,  who  shall 
certify  to  the  correctness  of  the  financial  reports  submitted  to  the 
association  at  its  annual  meeting. 

ARTICLE  VIII 
General  Offices  and  Library 

Section  1.  The  offices  and  library  of  this  association  shall  be 
established  and  maintained  at  such  place  or  places  as  may  be  deter- 
mined by  its  executive  committee. 

Sec.  2.  This  association  shall  accumulate  and  properly  index,  as 
rapidly  as  its  funds  will  permit,  a  reference  and  circulating  library 
which  shall  contain  one  or  more  copies  of  every  useful  leaflet, 
pamphlet,  address,  document,  and  book  on  the  subject  of  taxation. 
As  far  as  is  possible  with  the  funds  available  for  the  purpose,  this 
library  shall  be  kept  continuously  written  up  to  date  and  indexed 
so  as  to  enable  its  custodian  to  supply  on  application  correct  and 
full  reference  to  all  authorities  on  any  phase  of  the  subject  of  taxa- 
tion, the  decisions  of  courts,  the  statistical  results  of  taxation  laws 
and  of  changes  made  in  such  laws  from  time  to  time. 

Sec.  3.  The  services  of  this  library  shall  be  without  charge  to 
all  members  of  this  association  and  to  all  legislative,  executive,  and 
judicial  officers  of  states  and  of  their  political  subdivisions,  and  to 
every  person  desiring  to  study,  discuss  or  speak  upon  any  feature 
of  the  subject  of  taxation. 

ARTICLE  IX 
Proceedings  and  Publication 

Section  L  At  each  annual  meeting  the  association  shall  elect, 
or  authorize  its  president  to  appoint,  a  standing  publication  com- 
mittee, under  whose  supervision  a  full  report  of  the  proceedings  of 
the  annual  conference  last  held  shall  be  edited  and  published.  This 
committee  shall  also  edit  and  supervise  the  publication  of  all  re- 
ports, pamphlets,  and  literature  in  other  forms  issued  by  this  asso- 
ciation. 

Sec.  2.  The  Executive  Committee  shall  authorize  the  terms  of 
sale  or  of  distribution  of  all  publications  issued  by  this  association. 
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ARTICLE  X 

By-Laws 

Section  L  The  Executive  Committee  is  authorized  to  formulate, 
adopt,  and  from  time  to  time  amend,  such  by-laws  as  it  may  deem 
necessary  for  the  good  government  of  the  affairs  of  this  association, 
and  of  the  official  conduct  of  its  officers  and  committees. 

ARTICLE  XI 

Amendments 

Section  1.  This  Constitution  may  be  amended  at  any  annual  or 
special  meeting  of  this  association  by  a  two-thirds  vote  of  all  mem- 
bers present,  provided,  the  full  text  of  the  amendment  shall  have 
been  submitted  to  the  membership  by  the  executive  committee  or 
by  the  member  or  members  proposing  the  same,  at  least  thirty  days 
before  the  date  of  the  meeting  at  which  such  proposed  amendment 
is  acted  upon. 


FIRST  SESSION 

Monday,  August  27,  1928.     8 :  00  P.  M. 

President  Harley  L.  Lutz,  presiding. 

Chairman  Lutz  :  The  Conference  will  come  to  order,  please. 

For  the  benefit  of  those  who  may  not  be  entirely  familiar  with 
the  procedure  of  the  National  Tax  Association  in  conducting  its 
Conferences,  let  me  say  at  the  outset  that  the  National  Tax  Asso- 
ciation is  an  organization  that  has  its  own  officers,  elected  from  year 
to  year,  and  that  this  Association  undertakes  to  serve  as  the  medium 
by  which  a  series  of  annual  conferences  is  held  to  discuss  various 
matters  connected  with  the  subject  of  taxation. 

We  are  met  this  evening  to  inaugurate  another  Conference  in 
that  series.  Before  we  can  proceed,  however,  it  is  necessary  to 
provide  an  organization  for  the  Conference  itself,  and  the  first  step 
in  this  organization  is  the  election  of  a  permanent  chairman  of  the 
Conference. 

George  Lord  (Michigan)  :  I  move  that  Harley  L.  Lutz  of  Cali- 
fornia be  nominated  for  permanent  chairman. 

Henry  F.  Long  (Massachusetts)  :  Second  the  motion. 

(Motion  put  and  carried.) 

(President  Lutz  made  permanent  chairman  of  the  Conference.) 

Chairman  Lutz  :  I  trust  with  your  cooperation  we  may  manage 
this  Conference  to  a  successful  conclusion. 

Another  important  preliminary  is  the  election  of  a  permanent 
secretary  of  the  Conference. 

V.  H.  GiBBS  (Ohio)  :  I  nominate  W.  G.  Query  of  South  Caro- 
lina as  Secretary  of  the  Conference. 

(Motion  duly  seconded) 

(Ayes  and  Noes) 

(Motion  carried) 

Chairman  Lutz  :  We  have  a  rather  unusual  opportunity,  at  the 
outset  of  this  Conference,  to  listen  to  a  man  who,  like  many  of  you, 
is  on  the  firing  line,  and  without  undue  preliminaries,  because  many 
1  (1) 
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of  you  know  him  personally  and  know  his  achievements,  and  also 
for  the  further  reason  that  Governor  Hartley  must  make  an  early 
train.  I  shall  take  great  pleasure  in  introducing  him  at  once  that  he 
may  address  us  upon  the  subject  which  he  has  selected. 

With  very  great  pleasure  1  introduce  Governor  Roland  L.  Hartley. 

Governor  Hartley  (Washington)  :  Mr.  Chairman,  Ladies  and 
Gentlemen : 

As  Governor,  it  is  my  pleasant  duty,  on  behalf  of  all  of  the 
people  of  the  State  of  Washington,  to  welcome  you  to  this,  the 
twenty-first  annual  conference  held  under  the  auspices  of  the 
National  Tax  Association.  We  do  welcome  you,  and  please  be 
assured  that  our  welcome  is  not  merely  a  perfunctory  observance  of 
conventions.  It  is  extended  in  sincerity  and  hopefulness  and  with 
full  understanding  and  appreciation  of  the  vital  importance  of  the 
general  subject  which  will  engage  your  attention  throughout  the 
conference. 

Naturally  we  are  proud  of  our  state — of  its  abundant  natural  ad- 
vantages and  resources,  its  scenic  wonders,  and  the  opportunities  it 
offers  for  industry,  business  and  home  building.  Because  of  this 
pride,  it  is  always  a  pleasure  to  welcome  and  to  offer  hospitality  to 
the  neighbor,  the  stranger  and  the  visitor.  However,  as  we  voice 
our  greetings  upon  this  occasion,  we  cannot  be  unmindful  of  the 
fact  that  the  development  of  our  natural  resources  cannot  go  for- 
ward, the  door  of  opportunity  cannot  be  kept  open  to  business  and 
industry,  nor  can  thrift,  comfort  and  contentment  be  made  secure 
to  the  individual  citizen,  unless  we  are  able  to  establish  and  main- 
tain a  fair,  equitable  and  harmonious  relationship  between  public 
and  private  business.  Taxation  is  the  point  of  contact  by  which  this 
relationship,  whether  equitable  or  otherwise,  is  maintained;  conse- 
quently, taxation  becomes  one  of  the  primary  and  chief  problems 
of  government  and  demands  thoughtful  consideration  alike  from 
the  public  official  and  the  private  citizen.  Realizing  this,  and  know- 
ing it  is  to  this  problem  you  are  giving  your  time,  your  thought, 
and  your  attention,  our  welcome  carries  the  hope  that  from  your 
deliberations  here  and  your  continued  activities  at  home  will  come 
beneficial  results,  not  alone  to  the  State  of  Washington,  but  to  each 
and  every  state  represented. 

I  have  no  desire  to,  nor  am  I  expected  to,  go  into  detail  as  to  how 
the  taxation  problem  affects  the  State  of  Washington.  Different 
phases  of  the  question  will  be  presented  by  other  state  officials  dur- 
ing your  sessions.  In  a  general  way,  it  can  be  said  that  the  only 
way  to  reduce  taxes  is  to  curtail  the  expenditure  of  public  money. 
There  is  no  other  sound  premise  from  which  to  proceed.  Curtail- 
ment of  expenditure  can  best  be  brought  about  by  definitely  fixing 
responsibility  for  expenditure.    This  fixing  of  responsibility  should 
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not  be  confined  to  those  charged  with  administrative  details  of  gov- 
ernment, but  should  apply  with  equal  force  to  those  who  determine 
the  necessity  for  public  expenditure  and  designate  the  sources  from 
which  public  fmids  are  to  be  derived.  We  cannot  proceed  far 
along  the  road  to  tax  reduction  unless  the  taxpayer  is  willing  to 
hold  to  strict  accountability  not  only  those  who  spend,  but  those 
who  appropriate  and  levy.  We  shall  begin  to  make  real  progress 
when  executive,  administrative  and  legislative  officials  can  be  made 
to  understand  that  the  true  measure  of  good  government  is  how 
much  can  be  left  in  the  pocket  of  the  taxpayer,  rather  than  how 
much  can  be  extracted  from  it. 

It  may  be  that,  because  of  political  cross  currents,  we  cannot  hope 
to  bring  about  as  high  efficiency  in  governmental  business  as  in 
private  business.  But  the  fact  remains  that  we  have  not  made  the 
progress  which  could  and  should  have  been  made  toward  this  end. 
During  the  last  fifty  years  we  have  made  great  strides  in  improving 
.the  machinery  under  which  private  business  is  carried  on,  while  in 
the  field  of  public  business  little  or  no  progress  has  been  made.  We 
have  been  too  content  to  sit  idly  by  and  permit  worn-out  methods 
of  administration  to  handicap  the  orderly  and  businesslike  conduct 
of  public  affairs. 

We  hear  a  great  deal  of  the  antiquated  system  of  raising  public 
revenues  and,  in  some  respects,  these  charges  are  just,  but  if  the 
same  effort  were  devoted  to  revising  our  antiquated  machinery  of 
administration,  we  should  make  far  greater  progress  in  the  reduc- 
tion of  taxes.  It  all  resolves  itself  into  a  question  of  whether  we 
are  interested  in  tax-lifting  or  in  tax-shifting. 

I  note  from  your  printed  program  that  you  have  selected  as  the 
central  thought  for  this  conference  the  admonition  of  President 
Calvin  Coolidge,  who  has  said : 

"  This  steady  increase  in  governmental  cost  on  the  part  of 
the  states  and  municipalities  is  a  menace  to  prosperity.  It  can- 
not be  ignored.  It  cannot  longer  continue  without  disaster. 
It  will  not  correct  itself.  I  can  conceive  no  more  dependable 
guaranty  of  genuine  prosperity  than  a  nation-wide  effort  in 
behalf  of  less  and  wiser  spending  by  state  and  local  govern- 
ments." 

No  truer  words  were  ever  spoken.  The  situation  will  not  correct 
itself;  nor  will  it  be  corrected  ever,  so  long  as  public  officials  are 
responsive  to  the  avaricious  demands  and  pet  schemes  of  the 
treasury-raiders  and  the  tax-grabbers.  It  is  against  just  such  that 
a  battle  has  been  waged  in  the  State  of  Washington  for  the  last 
three  and  a  half  years. 

Some  progress  has  been  made,  but  much  remains  yet  to  be  done. 
During  the  three  years   1925,    1926   and   1927,   state  taxes   were 
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$6,500,000.00  less  than  for  the  preceding:  three  years,  but  during  the 
same  period  county,  district  and  municipal  taxes,  over  which  state 
executive  and  administrative  officials  have  no  control,  increased 
$16,000,000.00.  Data  upon  which  the  State  Board  of  Equalization 
next  month  will  fix  the  1928  ta.x  levies  are  now  available.  It  is 
known  that  the  .state  j^'eneral  fund  levy  will  not  exceed  one  and 
one- fourth  mills.  At  this  figure,  the  total  tax  levied  for  general 
fund  purjjoses  for  the  present  four-year  ])eriod  will  be  five  and 
one-half  mills.  This  is  the  lowest  general  fund  tax  levy  for  any 
four-year  period  in  the  history  of  the  state,  and  is  the  lowest  tax  in 
dollars  and  cents  for  any  four-year  period  in  the  last  twenty  years. 
The  total  consolidated  state  levy  for  all  purposes,  other  than  com- 
mon schools,  for  the  present  four-year  period  will  be  approximately 
22  mills.  This  is  the  lowest  consolidated  state  levy  for  any  four- 
year  i)eriod  in  the  last  sixteen  years.  These  reductions  have  been 
brought  about  without  the  impairment  of  any  necessary  or  essential 
function  of  state  government. 

The  state  is  operating  upon  a  cash  basis  in  all  branches  and  de- 
partments. The  cash  balance  in  the  general  fund  at  the  close  of 
the  present  biennium  will  show  a  reduction  of  about  $3,500,000.00, 
compared  to  the  balance  of  four  years  ago.  This  is  indicative  of 
the  application  of  business  methods  to  government.  Big  cash  bal- 
ances in  public  funds  do  not  reflect  economy.  They  are  in  fact 
vehicles  of  extravagance  and  invitations  to  the  tax-spenders.  The 
true  measure  of  economy  is  the  total  taken  from  the  people  in  taxes 
for  the  purposes  of  government.  These  balances  should  be  left  in 
the  taxpayer's  pocket  for  his  own  use,  rather  than  piled  uj),  unused 
and  inert,  in  the  state  treasury. 

In  my  inaugural  message  to  the  legislature  in  1925  I  said: 

■■  I  realize  that  in  our  attempt  to  pursue  a  course  of  strict 
economy,  we  shall  be  beset  on  the  one  hand  by  the  insistent 
demand  of  sectional  and  occupational  groups,  seeking  to  extend 
governmental  activities,  and  requesting  new  or  increased  ap- 
propriations; and  on  the  other  hand  by  the  no  less  insistent 
demand  of  the  whole  citizenship  for  reduced  taxes.  The  two 
demands  are  incompatible.  We  cannot  extend  the  scope  of 
government  and  at  the  same  time  reduce  the  cost  of  govern- 
ment. 

"  We  may  as  well  face  the  fact,  and  face  it  squarely,  that  we 
are  too  much  governed.  The  agencies  of  government  have 
been  multiplied,  their  ramifications  extended,  tlieir  pow'ers  en- 
larged, and  their  sphere  widened,  until  the  whole  system  is 
top-heavy.  We  are  drifting  into  a  dangerous  and  insidious 
paternalism,  submerging  the  self-reliance  of  the  citizen,  and 
weakening  the  responsibility  and  .stifling  the  initiative  of  the 
individual.  We  suffer  not  from  too  little  legislation,  but  from 
too  much.     We  need  fewer  enactments  and  more  repeals.     We 
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need  to  call  a  halt  until  the  majority's  pocketbook  catches  up 
with  the  desires  and  clamor  of  minorities  for  more  government 
and  increased  appropriations. 

■'  The  tax  burden  constitutes  the  gravest  problem  which  to- 
day confronts  the  state  and  the  nation.  So  much  so  that  taxa- 
tion is  the  great  unsolved  problem  of  government.  Shifting 
the  burden  by  no  means  lightens  it.  Finding  new  sources  of 
revenue  is  ever  fraught  with  the  danger  of  opening  up  new 
avenues  of  expenditure.  In  dealing  with  the  tax  question,  our 
first  task  is  to  reduce  the  cost  of  conducting  the  public's  busi- 
ness, not  to  devise  new  ways  and  means  of  raising  revenue  to 
meet  the  mounting  cost  of  government.  This  can  be  accom- 
plished only  by  curtailing  and  simplifying  the  functions  of 
government  and  by  the  practice  of  hard-headed,  close-fisted 
economy  in  meeting  the  requirements  of  essential  public  ser- 

After  nearly  four  years  in  oftice,  I  have  in  no  wise  modified  my 
views.  The  fight  for  tax  reduction  has  been  a  battle  against  spend- 
ing enthusiasts,  seekers  of  special  privilege,  and  public  officials  who 
cannot  be  brought  to  evaluate  the  public's  money  in  terms  of  their 
own  dollars. 

In  conclusion,  I  wish  again  to  welcome  you  to  your  labors  and, 
through  you,  to  extend  greetings  to  the  Governors  of  your  respec- 
tive states,  expressing  the  hope  that  success  may  attend  their  every 
effort  to  carry  on  honest,  economical  and  reasonable  government. 

Chairman  Lutz  :  The  Secretary  suggests  perhaps  some  of  you 
could  move  forward  and  fill  some  of  these  vacant  chairs  in  front 
so  that  those  who  are  standing  in  the  rear  might  find  seats.  If  there 
is  any  person  present  hard  of  hearing,  come  up  to  the  front ;  there 
is  a  good  chair  here  in  the  front  row. 

Although  Governor  Hartley  could  not  remain,  I  wish,  on  behalf 
of  the  Tax  Conference,  to  express  formally  our  very  great  appre- 
ciation of  the  hearty  and  cordial  welcome  that  he  has  tendered. 
I  have  myself  for  some  years  known  this  great  country  around 
Puget  Sound,  and  every  recurring  visit  makes  it  seem  more  attrac- 
tive. We  may  not  in  our  deliberations  be  able  to  give  the  Governor 
all  of  the  solace  he  hoped  in  the  matter  of  a  solution  of  his  tax 
problems.  I  trust,  however,  we  may  advance  the  general  cause  of 
tax  reform,  and  if  we  can,  our  meeting  here  will  not  have  been 
in  vain. 

Next  on  the  program  is  listed  an  address  by  myself. 
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TAX  SIMI'LIFICATIOX  AND  THE  CONSTITUTION 

lIARLliY    L.    LUTZ 

Leland  Stanford  Jr.  University, 
President  National  Tax  Association 

The  subject  of  this  brief  address  is  Tax  Simplification  and  the 
Constitution.  The  thought  back  of  this  title  is  that  the  taxation 
provisions  and  references  in  our  state  constitutions  have  become 
too  numerous,  too  complicated  and  too  rigid  for  the  best  results, 
and  that  the  efforts  of  those  concerned  with  sound  and  equitable 
taxation  should  be  expended  in  the  direction  of  simplifying,  and 
even  of  eliminating  altogether  the  existing  constitutional  verbiage 
on  this  subject.  This  condition  is  not  confined  to  the  field  of  taxa- 
tion. Fashions  change  in  constitutions  as  in  other  things,  and  we 
are  now  experiencing  the  culmination  of  a  long  movement  in  the 
direction  of  long,  involved,  complicated,  detailed  constitutional 
regulation  of  matters  which  properly  belong  in  the  fields  of  legis- 
lation and  administration.  This  movement,  which  set  in  several 
generations  ago,  derived  its  initial  impetus  from  the  popular  dis- 
trust of  the  legislatures — and  executives — of  that  time,  and  the  de- 
sire on  the  part  of  the  people  to  safeguard  their  rights  and  interests 
by  prescribing,  in  the  constitution,  the  details  of  the  legislative 
forms  under  which  they  were  to  be  governed.  It  is  somewhat 
doubtful  whether,  in  the  field  of  taxation  or  elsewhere,  this  method 
of  preserving  the  liberties  of  the  people  is  entirely  satisfactory  or 
successful ;  but  it  is  certain  that  the  logical  culmination  of  this 
method,  which  we  are  now  witnessing,  is  to  fill  the  constitution 
more  and  more  completely  with  complicated  details  and  to  give  rise 
to  a  progressive  demand  for  more  and  more  constitutional  amend- 
ments. This  is  natural,  for  the  greater  the  detail  with  which  the 
constitution  outlines  a  tax  system,  or  a  .system  of  administration,  the 
more  imperative  becomes  the  necessity  of  adopting  further  amend- 
ments in  order  to  accomplish  any  departure  from  the  established 
order.  The  people  are  compelled,  at  every  election,  to  approve  more 
amendments  in  order  to  give  force  or  clarity  to  those  already 
adopted,  and  a  vicious  circle  of  constitution  tinkering  comes  into 
operation,  the  product  of  which  is  a  continually  more  complicated 
organic  law.  The  constitution  becomes  a  code,  albeit  an  inflexible 
and  unwieldy  sort  of  code,  which  as  often  as  not  restricts  and  im- 
pedes through  the  multiplicity  and  rigidity  of  its  provisions. 

The  assumption  upon  which  I  stand,  in  approaching  this  subject, 
is  that  legislative  freedom  to  enact,  change  and  repeal  tax  laws  is 
absolutely  essential  to  sound  and  equitable  taxation.  Viewing  this 
matter  primarily  from  the  standpoint  of  the  several  states,  there  are 
two  important  reasons  for  allowing  the  legislature  a   free  hand. 
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The  first  is  the  dynamic  character  of  our  economic  life.  Economic 
conditions  have  never  been  static,  in  this  country;  but  in  our  own 
time,  and  especially  since  the  Great  War,  changes  have  been  par- 
ticularly rapid  and  far-reaching.  Some  persons  may  derive  com- 
fort from  the  old,  though  not  necessarily  true  saying,  that  an  old 
tax  is  the  best  tax.  This  is  but  cold  comfort  at  best,  however,  for 
there  are  old  taxes,  as  well  as  some  not  so  old,  that  are  useless, 
while  it  would  be  possible  to  mention  some  antiques  that  are  posi- 
tive hindrances.  The  degree  of  legislative  freedom  for  which  I  am 
asking  does  not  imply  that  each  state  legislature  would  immediately 
proceed  to  throw  out  every  old  tax  simply  because  it  is  old,  and 
substitute  a  lot  of  new-fangled  schemes  and  practices;  but  it  would 
permit  a  greater  degree  of  adaptation  of  the  form  of  the  tax  system 
to  changes  in  the  character  of  business  and  social  life,  and  thus  a 
more  adequate  realization  of  the  sound  principles  upon  which  all 
taxation  should  rest. 

A  second  reason  for  favoring  greater  freedom  and  flexibility  for 
the  state  legislatures  is  found  in  the  fact  that  ours  is  a  federal 
union,  in  which  the  central  government  possesses  certain  powers  of 
legislation  and  control.  The  states  must  be  free  to  modify  their  tax 
systems  quickly  in  response  to  any  changes  which  Congress  or  the 
federal  courts  may  introduce.  The  greater  the  detail  w'ith  which 
a  state  tax  system  is  laid  down  in  the  state  constitution,  the  slower 
and  more  burdensome  must  be  the  process  of  effecting  the  neces- 
sary adjustments. 

Numerous  illustrations  may  be  found  which  demonstrate  this 
point.  For  example,  the  federal  constitution  reserves  to  Congress 
the  right  to  regulate  interstate  commerce.  If  a  state  were  to  pre- 
scribe, by  constitutional  provision,  a  rigid  method  of  taxing  agen- 
cies or  instrumentalities  employed  in  interstate  commerce,  a  de- 
cision of  the  United  States  Supreme  Court  might  at  any  time 
invalidate  this  method.  Since  the  state  legislature  could  proceed 
only  in  conformity  \\'ith  its  own  constitution,  an  amendment  would 
be  necessary  before  the  state  law  on  this  subject  could  be  changed. 
The  bank-tax  situation  in  California  is  another  case  in  point  which 
will  be  referred  to  again. 

The  proposal  to  give  legislatures  greater  freedom  in  matters  of 
taxation  immediately  conjures  up  the  ghosts  of  other  times,  when 
the  strong  reaction  against  truly  or  supposedly  corrupt  legislatures 
and  executives  led  to  the  attempt  to  curb  them  by  expanding  the 
state  constitutions  into  lengthy  codes,  on  the  theory  that  the  greater 
the  detail  with  which  the  will  of  the  people  was  expressed  in  the 
constitution,  the  more  difficult  it  would  be  for  a  legislature  to  depart 
therefrom.  What  was  not  realized  so  clearly  then  was  that  if  de- 
partures from  the  rigid  system  laid  down  in  tlie  constitution  were 
more  difficult,  it  was  also  more  difficult  to  live  up  to  them,   and 
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sometimes  impossible  to  introduce  even  the  necessary  and  sensible 
changes  that  were  required  by  new  and  often  utterly  different  con- 
ditions. The  most  familiar  argument,  and  perhaps  the  strongest 
argument,  for  a  lengthy  tax  code  in  a  state  constitution,  is  the  pop- 
ular fear  that  without  it  the  legislature  may  commit  all  manner  of 
indiscretions  and  abuses.  This  argument  loses  its  force  for  the 
student  of  the  history  of  American  taxation,  who  has  learned  of 
many  instances  in  which  rigid  constitutional  provisions  on  taxation 
have  not  prevented  legislative  indiscretions  and  abuses,  and  who  has 
seen,  also,  these  water-tight  constitutional  tax  provisions  used  as  a 
complete  alibi  for  legislative  indifference  and  failure  to  meet  and 
deal  effectively  with  glaring  instances  of  escape  from  taxation. 
Worse  still,  rigid  constitutional  provisions  become  an  alibi  for  the 
citizen,  who  realizes  how  effectively  the  hands  of  the  legislature 
are  tied,  and  who  shrinks  from  the  arduous,  and  usually  thankless 
task,  of  promoting  a  new  constitutional  amendment.  One  reason 
for  the  bitterness  and  the  ineffectiveness  of  the  struggles  in  many 
states  to  secure  so-called  "  reform  "  constitutional  amendments  is 
that  all  parties  have  fallen  into  the  rut  of  thinking  that  the  process 
must  be  confined  to  substituting  one  elaborate  constitutional  system 
for  another.  In  consequence,  endless  bickering  arises  over  the  pre- 
cise wording  of  the  new  amendment,  which  may  be  even  more 
complicated  than  that  of  the  old,  and  which,  in  turn,  merely  substi- 
tutes one  set  of  constitutional  handcuffs  for  another,  to  be  fitted 
upon  the  legislative  hands. 

In  the  light  of  my  conviction  that  as  great  degree  of  legislative 
freedom  is  desirable  as  it  is  possible  to  achieve,  I  conclude  that 
from  the  standpoint  of  sound  taxation,  that  constitution  is  best 
which  says  least  about  taxation.  This  is  not  a  radical  or  revolu- 
tionary position,  for  there  is  one  state  in  which  the  organic  law 
does  not  make  reference  to  the  subject,  while  there  are  several  other 
states  in  which  the  constitutional  language  on  taxation  is  confined 
to  a  few  general  statements,  with  no  reference  whatever  to  the  tax 
forms  which  shall  be  used. 

To  some  this  proposition  may  sound  like  heresy  and  the  utter 
repudiation  of  the  good  works  of  the  men  who  laid  the  foundations 
of  our  government.  But  I  hold  otherwise,  for  it  seems  to  me  that 
we  are  doing  the  rankest  injustice  to  the  men  of  another  generation 
in  thus  imputing  to  them  the  inability  to  realize  the  necessity  of 
legal  changes  to  meet  changed  economic  conditions.  I  cannot  be- 
lieve that  the  men  who  put  the  general  property  tax  into  the  con- 
stitutions of  Ohio  and  Illinois  were  intentionally  binding  these 
states  to  that  system  of  taxation  for  all  time.  The  tax  "  funda- 
mentalists "  and  those  who  have  become  beneficiaries  of  this  system 
as  a  result  of  great  economic  changes,  have  been  responsible  for 
such  notions.     The  very  fact  that  these  men,  in  their  time,  had  the 
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courage  and  the  progressiveness  to  adopt  new  tax  systems  should 
mean  that  today  they  would  be  capable  of  grasping  the  significance 
of  the  changes  which  have  made  their  system  inadequate.  They 
were  progressives,  or  they  would  not  have  been  willing  to  introduce 
measures  which  were  then  new,  even  experimental.  It  is  unfor- 
tunate for  us  that  they  decided  to  write  their  tax  system  into  the 
constitution  on  account  of  conditions  then  prevailing,  or  on  account 
of  their  interpretation  of  these  conditions  and  the  way  to  deal  with 
them. 

Some  of  the  arguments  for  and  against  the  constitutional  tax  code 
may  be  reviewed  briefly  in  order  to  see  this  proposal  from  all  angles. 

One  argument  in  favor  of  the  prevailing  system  of  tax  codes  in 
the  constitution  is  that  the  power  of  taxation  is  thereby  conferred 
and  determined.  But  such  authority  is  negative  and  limiting  only, 
in  its  effect.  It  is  unnecessary  to  write  the  details  of  a  tax  system 
into  a  constitution  in  order  to  give  the  state  the  power  to  tax.  The 
sovereign  state  already  possesses  this  power,  for  it  is  inherent  in 
the  concept  of  sovereignty  itself.  If  a  state  constitution  made  no 
reference  whatever  to  the  subject,  that  state  would  without  question 
have  the  power  to  impose  such  taxes  on  the  persons  and  property 
within  its  jurisdiction  as  its  legislature  and  its  people  deemed 
proper.  We  need  not  worry  about  the  source  of  the  taxing  power, 
in  considering  the  elimination  from  our  state  constitutions  of  the 
dead  wood  and  useless  lumber  of  the  taxation  structures  which  they 
now  contain.  It  might  be  necessary,  in  making  a  sweeping  change 
of  this  sort,  to  insert  some  expressions  which  would  assure  the 
courts  of  the  popular  intention ;  but  aside  from  this  precaution,  no 
further  reference  would  be  necessary,  so  far  as  concerns  full  legis- 
lative power  to  act  in  the  framing  of  tax  measures  under  a  consti- 
tution from  which  all  detailed  provisions  had  been  eliminated. 

A  second  argument  in  favor  of  detailed  constitutional  provisions 
is  that  by  such  means  only  can  proper  standards  be  assured.  If  the 
constitution  provides  the  standard,  or  the  manner  of  procedure,  this 
is  supposed  to  assure  the  result.  But  those  who  are  familiar  with 
the  subject  will  readily  agree  that  rigid  and  detailed  constitutional 
tax  provisions  do  not  in  themselves  insure  legislative  or  adminis- 
trative compliance.  For  example,  the  constitution  may  definitely 
provide  that  the  legislature  shall  appropriate  money  for  certain  ad- 
ministrative uses.  Unless  the  amount  is  specified  in  the  constitu- 
tion, the  legislature  may  easily  starve  out  this  ser^dce  by  insufficient 
allowances;  but  if  the  amount  is  stated  in  the  constitution,  that 
amount  must  be  appropriated,  whether  it  is  needed  or  not  and  an 
amendment  is  required  to  secure  a  change.  Again,  the  officials 
responsible  for  administration  may  tacitly  or  expressly  ignore  the 
constitutional  requirement,  and  the  process  of  holding  these  officials 
to  their  task  is  certainly  not  made  easier  by  the  fact  that  the  con- 
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stitution,  rather  than  merely  a  law,  provides  the  standard.  Many 
state  constitutions  provide  in  the  most  definite  language  that  prop- 
erty shall  he  assessed  at  its  true  value.  Does  this  provision  have 
greater  sanctity,  in  the  eyes  of  assessors  and  boards  of  equalization, 
for  being  in  the  constitution,  than  it  would  have  as  an  enactment 
coming  from  a  legislature  which  had  full  power  to  determine  the 
basis  of  assessment?  Certainly  it  could  not  well  be  more  generally 
disregarded  if  its  source  were  simply  a  law  than  it  has  been,  with 
its  source  in  the  constitution. 

At  this  point  it  may  be  well  to  add  that  as  part  of  this  program 
of  simplifying  the  constitution,  I  would  eliminate  from  that  docu- 
ment all  provision  for  the  officials  who  are  to  administer  the  tax 
system,  unless  the  constitutional  lawyers  insist  upon  the  necessity 
of  some  sort  of  general  authorization  to  the  legislature  to  create 
offices  and  provide  for  the  manner  of  their  being  filled.  When  we 
get  to  the  essence  of  the  matter,  we  find  that  any  tax  system  is  just 
as  good  as  its  administration,  and  no  better.  The  tax  official,  from 
assessor  to  tax  commissioner,  whose  position  is  created  by  the  con- 
stitution, and  who  is  put  into  that  office  in  a  definite  manner  pre- 
scribed by  the  constitution,  is  in  danger  of  becoming  a  serious 
handicap  to  the  cause  of  efficient  tax  administration.  When  the 
state  boards  of  equalization  first  appeared  the  fathers  thought  they 
had  invented  a  good  thing,  and  they  had,  for  the  time,  in  com- 
parison with  the  earlier  administrative  devices.  But  in  some  states 
this  good  thing  was  embedded  in  the  constitution,  with  the  result 
that  the  procession  of  administrative  improvement  has  gone  on, 
leaving  these  states  hampered  with  archaic  administrative  boards. 
California  and  some  of  the  Rocky  Mountain  States  have  such 
boards,  provided  for  by  the  constitution.  It  is  safe  to  assert  that  it 
will  be  very  difficult  in  any  of  these  states  to  set  up  an  efficient  state 
tax  commission  as  long  as  another  body,  created  by  the  constitution 
and  given  certain  powers  under  that  instrument,  continues  in 
existence. 

A  third  argument  that  may  be  advanced  is  that  the  removal  of 
constitutional  provisions  would  open  the  way  to  sudden  and  ex- 
treme changes  in  the  tax  system,  and  even  to  legislative  abuses. 
Tinkering  would  be  encouraged,  and  the  tax  system  would  lose 
stability. 

This  is  an  important  objection,  and  to  my  mind  it  is  the  only 
argument  against  the  plan  of  a  wide-open  constitution  that  has  any 
material  weight.     It  deserves  our  careful  consideration. 

In  the  first  place,  it  should  be  observed  that  the  elimination  of  the 
tax  code  from  the  constitution  does  not  necessarily  mean  an  exten- 
sive change  in  the  tax  system.  If  the  people  of  California  were  to 
vote  to  wipe  the  constitutional  slate  clean,  there  would  be  nothing 
in  that  action  to  prevent  the  legislature  from  assembling  in  special 
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session  the  next  day  and  enacting  exactly  the  same  tax  system  as 
that  which  is  now  in  force.  Such  a  system  would  be  just  as  effec- 
tive, just  as  valid  and  just  as  productive  as  before,  but  it  would  be 
immeasurably  more  flexible,  since  it  could  then  be  changed  to  meet 
changing  conditions  without  the  prolonged,  expensive  and  some- 
times futile  struggle  to  secure  popular  authorization  for  proposed 
changes  by  constitutional  amendment. 

In  the  second  place,  it  must  be  realized  that  in  some  states  changes 
in  the  tax  system  have  not  been  made  frequently  enough.  Archaic 
and  obsolete  measures,  dating  from  the  early  nineteenth  century, 
are  still  in  force  because  the  constitution  requires  them.  Some  states 
would  hasten  to  revamp  their  tax  systems  in  order  to  bring  them 
more  adequately  up  to  date.  Freedom  to  accomplish  this  result 
would  be  a  welcome  opportunity. 

In  the  third  place,  we  must  remember  that  modern  legislatures 
are  fairly  responsive  to  the  popular  will  and  desire.  If  the  process 
of  tax  legislation  became  a  merry-go-round,  under  an  open  consti- 
tution, and  if  this  condition  of  affairs  were  to  continue,  it  would 
be  rather  conclusive  evidence  that  the  people  of  that  state  desired, 
or  at  least  approved,  such  procedure.  Some  changes  would  be 
made,  and  some  tinkering  would  occur,  especially  in  the  first  years 
after  such  a  plan  had  been  introduced,  in  almost  any  state.  This 
we  must  recognize,  and  be  prepared  for.  That  the  people  of  any 
state  would  tolerate  widespread  and  devastating  modifications  of 
their  tax  system  at  every  session  of  the  legislature  appears  to  me 
extremely  doubtful.  If  they  did,  I  can  only  say  that  they  get  what 
they  deserve  and  they  deserve  all  that  they  get.  I  am  willing  to 
trust  the  average  state  legislature  of  the  present  time  as  having 
enough  common  sense  and  practical  judgment  in  this  important 
matter  to  avoid  dangerous  excesses.  When  we  add  to  this  the  in- 
fluence of  the  chief  executive,  backed  when  necessary  by  his  veto 
power,  I  cannot  bring  myself  to  believe  that  this  objection,  impor- 
tant as  it  may  be,  is  sufiicient  to  outweigh  all  of  the  advantages 
which  may  be  derived  from  legislative  freedom  in  tax  matters. 

A  final  objection  that  may  be  urged  is  that  fundamental  rights 
may  be  impaired  by  the  enactment  of  discriminatory  legislation. 
As  long  as  the  constitution  contains  a  bill  of  rights,  however,  this 
objection  can  have  but  little  force.  With  the  broadening  scope  of 
the  14th  amendment  to  the  federal  constitution,  we  have  an  addi- 
tional assurance  that  serious  encroachments  upon  the  rights  of  indi- 
viduals would  not  be  possible,  even  if  some  particular  state  legisla- 
ture should  be  unwise  enough  to  attempt  it. 

If  we  turn  to  the  arguments  for  such  a  proposal,  the  most  impor- 
tant consideration,  to  my  mind,  is  the  tremendous  gain  that  would 
come  from  a  flexible  tax  system  which  could  be  changed  as  chang- 
ing conditions  demand.    It  has  long  been  apparent  that  a  rigid  and 
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detailed  set  of  constitutional  tax  provisions  o])erates  often  as  a  seri- 
ous obstacle  to  progress.  The  dilliculties  tliat  have  been  encountered 
in  tlie  general  property  tax  states  are  too  well  known  for  discussion. 
They  constitute  the  one  phase  of  this  subject  that  has  been  fully 
canvassed  in  former  conferences  of  this  Association. 

The  present  bank-tax  situation  in  California  afYords  another  illus- 
tration. In  this  instance  the  dynamic  forces  which  brought  about 
the  changed  conditions  were  entirely  outside  the  state  and  beyond 
its  control.  The  constitutional  amendment  of  1910  determined  the 
method  for  the  ta.xation  of  banks  in  that  state.  Various  decisions 
of  the  United  States  Supreme  Court  have  rendered  this  constitu- 
tional method  invalid,  in  view  of  the  steps  that  had  been  taken  in 
the  state,  also  under  the  sanction  of  a  constitutional  amendment,  for 
the  taxation  of  intangibles.  In  order  to  provide  an  acceptable  sys- 
tem for  the  taxation  of  banks  a  special  session  of  the  legislature  of 
California  has  been  called  for  the  purpose  of  submitting  a  new 
constitutional  amendment.  Should  this  amendment  fail  of  adoption 
the  banks  are  legally  relieved  of  any  tax  liability  until  such  time  as 
the  constitution  can  be  changed.  The  popular  attitude  toward  finan- 
cial institutions  may  be  counted  on.  in  this  instance,  to  assure  the 
approval  of  the  amendment,  and  in  view  of  the  emergency,  this 
seems  the  only  way  out.  It  is  extremely  unfortunate,  however,  that 
this  is  so.  for  the  approval  of  the  proposed  amendment  means  the 
substitution  of  one  definite  constitutional  method  for  another. 
Should  Congress  again  amend  the  federal  law,  or  should  this  law, 
at  some  future  time,  be  construed  differently  by  the  Supreme  Court, 
it  is  possible  that  California  may  find  herself  again  in  the  same 
dilemma  as  at  present,  and  compelled  once  more  to  undergo  the 
strain  and  expense  of  a  further  revision  of  the  state  constitution. 

This  statement  was  prepared  before  the  writer  had  had  oppor- 
tunity to  examine  the  draft  of  the  amendment  to  be  submitted  to  the 
legislature  on  September  4.  This  proposed  amendment  undertakes 
to  save  the  situation  so  far  as  bank  taxation  is  concerned,  by  ])ro- 
viding  that  the  legislature,  by  a  two-thirds  vote  of  the  members 
elected  to  each  house,  may  change  the  method  of  bank  taxation 
herein  provided,  to  any  other  method  that  may  be  authorized  by 
Congress.  As  a  whole,  however,  the  proposed  amendment  adds  to 
the  length,  and  possibly  the  complications  of  the  California  consti- 
tutional tax  code  since  it  undertakes  to  supplant  various  other  con- 
stitutional tax  provisions  without  definitely  repealing  them,  a  pro- 
cedure which  may  become  a  fruitful  source  of  litigation. 

It  need  hardly  be  emphasized  further  that  this  is  a  very  cumber- 
some, slow  and  expensive  method  of  keeping  abreast  of  progress. 
As  will  be  brought  out  in  later  sessions  of  this  Conference,  a  num- 
ber of  states  are  engaged  in  intensive  study  of  their  tax  problems. 
It  is  greatly  to  be  hoped  that  one  result  of  the  present  disposition 
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to  overhaul  existing  tax  systems  may  be  the  conclusion  that  these 
states  have  advanced  sufficiently  to  leave  the  form  of  their  tax  sys- 
tem to  the  wisdom  and  discretion  of  the  legislature,  and  that  the 
time  has  come  to  remove  all  restrictive  and  definitive  tax  provisions 
from  the  state  constitutions. 

Another  argument  for  the  wide-open  constitution  on  tax  matters 
is,  as  I  believe,  that  it  will  promote  efficient  tax  administration. 
The  disposition  to  make  the  definite  constitutional  provisions  an 
alibi  for  any  legislative  or  administrative  shortcoming  that  may 
develop,  has  already  been  noted.  That  this  disposition  exists  can 
hardly  be  questioned.  With  this  alibi  removed,  the  legislature  has 
no  longer  a  plausible  excuse  for  failure  to  enact  proper  legislation, 
and  the  administrative  officials  can  no  longer  resort  to  the  argument 
that  there  is  no  constitutional  sanction  for  the  law  or  for  their  act. 
Certain  California  assessors  refused  to  apply  the  intangibles  tax  act 
of  1927  on  that  ground  that  it  was  unconstitutional.  This  conten- 
tion proved  to  be  correct,  but  it  was  not  the  function  of  the  assessor 
to  pass  upon  this  point  in  advance  of  the  courts.  If  the  constitu- 
tional methods  of  selecting  assessors  and  other  officials  be  elimi- 
nated, and  if  all  of  these  offices  be  provided  for  by  statute,  the  estab- 
lishment of  a  well-coordinated  administrative  structure,  with  ade- 
quate lines  of  supervision  and  control  from  top  to  bottom,  becomes 
much  easier.  The  administrative  organization,  like  the  tax  system 
itself,  then  becomes  elastic,  flexible,  and  if  the  state  of  public 
opinion  is  such  as  to  make  efficient  tax  administration  possible,  its 
attainment  is  measurably  nearer  than  it  is  if  the  assessor  or  the 
reviewing  board,  or  other  officials  are  made  secure  in  their  position 
and  independent  of  control,  by  the  constitution. 

In  the  third  place,  the  absence  of  rigid  constitutional  provisions 
will  spare  the  state  and  the  taxpayers  of  a  certain  amount  of  rela- 
tively unnecessary  litigation,  with  its  accompanying  expense  and 
bad  feeling.  Constitutional  questions  of  a  sort  will  become  much 
less  important.  Litigation  involving  rights  and  equitable  adminis- 
tration will  be  as  important  as  before.  But  all  of  the  suits  brought 
to  test  the  issue  whether  or  not  the  legislature,  in  drafting  the  stat- 
ute, crossed  all  of  the  "  t's  "  and  dotted  all  of  the  "  i's  "  as  required 
by  an  elaborate  constitutional  provision,  will  disappear.  In  many 
of  these  cases  the  equity  and  the  soundness  of  the  law,  as  a  sub- 
stantive measure,  are  not  questioned.  The  struggle  is  simply  to 
determine  whether  the  act  squares  at  every  point  with  the  detailed 
provision  of  the  constitution,  and  the  greater  the  number  of  these 
details,  the  greater  the  opportunities  for  a  legislative  misstep,  with 
its  resultant  wasteful  litigation. 

We  shall  be  spared,  also,  much  of  the  moral  and  legal  subterfuge 
now  resorted  to  in  the  juggling  of  terms,  which  arises  out  of  the 
fact  that  the  constitution  authorizes  the  use  of  one  term  but  not  of 
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another.  Consider  the  rulings  that  have  been  made  to  decide 
whether  or  not  a  given  imposition  is  an  excise,  or  a  license  tax,  or 
just  a  plain  tax.  Usually  the  right  to  levy  an  imposition  is  un- 
questioned, and  the  courts  are  required  to  strain  their  ingenuity  to 
determine  that  the  term  used  in  the  constiution  is  appropriately  used 
in  the  law. 

In  conclusion,  it  should  be  pointed  out  that  wc  are,  in  matters  of 
taxation,  at  all  times  in  the  hands  of  the  legislature,  whether  the 
constitution  be  liberal  or  conservative.  The  legislature  has  the 
power  to  determine  the  degree  of  thoroughness  and  efficiency  with 
which  the  most  elaborate  constitutional  tax  code  will  be  enforced, 
and  without  proper  legislative  support  this  code  is  relatively  power- 
less to  prevail,  except  in  certain  negative  ways.  A  constitutional 
prohibition  is  usually  observed,  while  a  constitutional  affirmation  or 
mandate  may  or  may  not  be  obeyed.  Furthermore,  the  legislature 
is  the  most  important  agency  in  the  initiation  of  new  amendments. 
Some  states  provide  for  the  use  of  the  initiative  petition,  but  gen- 
erally speaking,  we  must  trust  the  legislature  to  frame  the  proposal 
and  submit  it  to  the  voters.  Since  we  trust  it  in  these  respects,  it 
seems  reasonable  to  go  the  whole  way  and  make  the  legislature  en- 
tirely responsible  for  the  tax  system.  Constitutional  provisions  are 
in  themselves  useless  without  good  laws,  properly  enforced.  These 
conditions  are  entirely  possible  without  encumbering  the  constitu- 
tion, and  in  the  interests  of  sound  and  equitable  taxation  I  believe 
we  should  eliminate  all  such  encumbrances. 

Chairman  Lutz  :  Before  we  proceed  further  with  the  business 
of  the  Conference  it  will  be  well,  perhaps,  to  agree  upon  the  parlia- 
mentary procedure  by  which  we  are  to  be  governed.  If  there  is  no 
objection,  the  procedure  that  has  applied  in  former  years  will  be 
again  adopted.     I  will  ask  the  Secretary  to  read  those  rules. 

Secretary  Query:  Rules  of  Procedure:  The  provisions  of  the 
constitution  of  the  National  Tax  Association  shall  govern  the  con- 
duct of  this  Conference  generally,  and  these  rules  of  procedure 
shall  be  considered  supplemental  to  and  subject  to  interpretation  by 
such  provisions. 

Program  a>id  Discussion:  The  program  as  printed  and  distributed 
is  adopted  and  shall  be  followed  with  such  modifications  as  may  be 
required  by  reason  of  absences,  vacancies  or  other  causes. 

The  usual  rules  of  parliamentary  procedure  shall  control. 

Each  speaker  shall  be  limited  to  twenty  minutes  for  the  presen- 
tation of  a  formal  paper.  He  shall  be  warned  two  minutes  before 
the  expiration  of  such  period.  The  time  of  such  speaker  may  be 
extended  by  unanimous  consent  of  those  present. 

In  general  discussion  each  speaker  shall  be  limited  to  seven  min- 
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utes,  and  such  time  shall  not  be  extended.  No  person  shall  speak 
more  than  once  during  the  same  period  of  discussion  until  others 
desiring  to  speak  have  been  given  opportunity  to  do  so. 

Voting  Potvcr:  The  voting  power  in  this  Conference,  upon  any 
question  involving  an  official  expression  of  the  opinion  of  the  Con- 
ference shall  be  vested  in  delegates  in  attendance  at  the  time  the 
ballot  is  taken,  appointed  by  the  Governor  or  other  appropriate 
executive  officer  of  the  states  and  territories  of  the  United  States, 
the  District  of  Columbia  and  the  Canadian  Provinces,  not  exceeding 
three  votes  for  any  one  state,  territory,  district  or  province ;  persons 
actively  identified  with  and  duly  appointed  delegates  by  universities 
and  colleges  or  institutions  for  higher  education  not  exceeding  one 
vote  for  each  institution;  and  members  of  state  associations  of 
certified  public  accountants,  duly  appointed  delegates  by  such  asso- 
ciation, not  exceeding  one  vote  for  each  such  association.  No 
person  shall  have  more  than  one  vote  by  reason  of  appointment 
from  imore  than  one  source. 

Voting  by  proxy  shall  not  be  allowed.  The  voting  shall  be  by 
ayes  and  nays,  unless  a  roll  call  be  demanded  by  at  least  three  dele- 
gates from  three  different  states.  On  all  questions  other  than  those 
involving  an  official  expression  of  the  opinion  of  the  Conference, 
the  voting  shall  be  by  vote  of  all  in  attendance. 

The  receipt  of  reports  made  to  this  Conference  by  committees  of 
the  National  Tax  Association  shall  not  be  considered  as  expressing 
the  opinion  of  the  Conference  on  the  subject  treated. 

Committees:  The  following  committees  shall  be  appointed: 

(a)  A  Committee  of  three  on  Credentials,  to  be  appointed  by  the 
chairman,  who  shall  designate  the  chairman  of  such  committee. 

(b)  A  Committee  on  Resolutions,  composed  of  the  chairman  to 
be  appointed  by  the  chairman  of  the  Conference,  and  one  person 
from  each  state,  territory,  district  or  province,  selected  from  among 
the  delegates;  but  in  case  of  the  non-attendance  of  any  such,  any 
person  from  such  locality  may  be  appointed.  The  chairman  of  this 
committee  shall  appoint  its  secretary  and  arrange  for  its  organ- 
ization. 

Resolutions :  All  resolutions  involving  an  expression  of  opinion 
of  the  Conference  shall  be  read  to  the  Conference  before  submis- 
sion to  the  committee,  and  shall  be  immediately  referred,  without 
debate. 

Chairman  Lutz  :  You  have  heard  the  reading  of  these  Rules  of 
Procedure.     Perhaps  it  is  in  order  to  make  a  motion. 

(Duly  moved  and  seconded  that  the  Rules  as  read  by  the  Secre- 
tary be  adopted  as  the  rules  of  the  Conference.) 
(Ayes  and  Noes) 
(Motion  carried) 


16  X  A  r  K  I X  A I .  T  A  X  ASSOCIATION 

Chairman  Lvtz  :  Rules  adopted.  The  rules  require  that  the 
chair  name  certain  committee  members.  The  Credentials  Committee 
will  be  composed  of  Mr.  Charles  J.  Tobin,  of  New  York,  chairman, 
Mr.  C.  E.  Arney,  Jr.,  of  Washington,  and  Miss  Lois  Query,  of 
South  Carolina. 

As  chairman  of  the  Resolutions  Committee  I  will  appoint  Hon. 
Zenas  W.  Bliss  of  Rhode  Island.  Mr.  Bliss  will  proceed  to  organize 
his  own  committee  in  accordance  with  the  rules  of  procedure. 

The  Committee  on  Nominations  will  be  named  at  a  later  time. 

The  next  order  of  business  is  certain  announcements  the  Secre- 
tary has  to  make. 

Si-XRETARY  Query:  I  want  to  call  to  the  attention  of  the  dele- 
gates that  some  have  not  presented  their  credentials.  I  would  like 
very  much  to  have  the  credentials  presented  at  the  registration  desk 
in  the  morning,  so  that  your  Credentials  Committee  may  have  them 
without  delay.  We  are  compiling  a  list  of  the  delegates,  and  expect 
to  have  it  ready  for  distribution  as  you  go  out  of  the  room  tonight. 
We  have  enrolled  so  far  347  from  thirty-seven  states,  territories 
and  provinces.  Our  enrollment  is  going  good.  ^Ir.  Arney,  chair- 
man of  the  local  entertainment  committee,  has  some  announcements 
which  he  wishes  to  make. 

C.  E.  Arney,  Jr.  (Washington)  :  Ladies  and  Gentlemen  of  the 
Conference:  There  are  a  few  local  announcements  I  wish  to  make 
on  this  occasion. 

On  Wednesday,  at  12:30,  the  State  Tax  Commission  and  the 
Federated  Taxpayers  Organizations  of  the  State  of  Washington 
will  tender  a  luncheon  to  the  wives  of  delegates  and  lady  delegates 
in  attendance  upon  this  Conference.  The  luncheon  will  be  held  in 
this,  the  Italian,  room  of  this  hotel,  and  following  the  luncheon,  at 
2:  30,  they  and  such  male  delegates  as  desire  to  join  in  the  trip  are 
invited  on  a  water-front  and  boulevard  trip.  It  is  planned  to  have 
the  party  back  at  the  Olympic  Hotel  not  later  than  5 :  45.  The 
capacity  of  the  boat  for  the  water  tour  is  limited  to  250,  and  tickets 
may  be  obtained  upon  application  at  the  registration  desk.  I  want 
to  emphasize  that  point,  that  you  all  go  to  the  registration  desk  and 
get  your  tickets  for  this  water-front  tour. 

Now,  let  me  say  right  here:  If  more  than  250  people  have  those 
tickets,  we  will  get  a  larger  boat  and  see  that  all  those  that  care  to 
go  upon  that  trip  will  be  accommodated. 

Ladies  planning  to  attend  the  luncheon  at  12:30  Wednesday 
noon  will  please  apply  at  the  registration  desk  and  get  those  tickets, 
and  if  there  are  more  than  those  for  whom  we  have  already  made 
arrangements  planning  to  attend  that  luncheon,  they  will  also  be 
accommodated. 

Now,  all  sessions  of  this  Conference,  except  as  indicated  herein. 
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will  be  held  in  this  room,  at  the  hour  indicated  upon  your  official 
program.  The  Wednesday  morning  session,  instead  of  convening 
at  9:30  as  indicated  by  your  program,  will  convene  at  9  o'clock. 
I  wish  you  would  all  make  particular  note  of  that — your  Wednesday 
morning  session  instead  of  convening  at  9:30  will  convene  at  9 
o'clock.  The  reason  for  that  is  this,  that  this  room  has  to  be  cleared 
at  11:30  instead  of  12  o'clock  as  indicated  by  the  program.  So, 
please  be  on  hand  here  at  9  o'clock  on  Wednesday  morning  for  your 
Wednesday  morning  session. 

Now,  your  Wednesday  evening  session,  which  is  the  last  session 
of  that  day,  instead  of  being  held  in  this  room  will  be  held  in  the 
Junior  Ball  Room,  which  is  in  the  other  wing  of  the  hotel  up  on 
the  mezzanine  floor. 

Now,  I  understand  that  there  is  to  be  a  Conference  on  Bank 
Taxation  on  Wednesday  afternoon.  That  Conference  will  be  held 
in  the  rooms  on  the  left  of  this  foyer,  as  you  go  out — Rooms  1  and  2. 

Now,  regarding  the  validation  of  railroad  tickets,  all  railroad 
tickets  can  be  validated  at  the  railroad  ticket  offices,  which  are  right 
across  the  street  here  on  Fourth  Avenue.  All  of  the  ticket  offices 
are  on  Fourth  Avenue  and  Seneca  Street,  and  any  of  you  who  desire 
validation  may  get  them  validated  there  or  at  the  station  down  at 
the  south  end  of  the  city. 

One  more  request  regarding  these  registrations :  Those  delegates 
who  registered  before  they  had  their  permanent  local  address  are 
requested  to  leave  that  permanent  local  address  at  the  registration 
desk. 

Now,  tomorrow  afternoon,  at  1:15,  all  delegates  are  requested 
to  assemble  in  the  lobby  of  this  hotel,  to  take  the  elevator  to  the 
second  floor,  some  one  will  be  there  to  direct  you  to  the  place  where 
the  official  photograph  will  be  taken. 

Now,  we  particularly  desire  that  every  one  who  is  in  attendance 
upon  these  sessions  shall  be  in  this  picture,  and  we  hope  that  you 
will  arrange  your  program  so  that  you  may  go  to  the  second  floor 
of  this  hotel  tomorrow  at  1:15.  We  want  a  full  representation  in 
that  picture,  and  I  hope  that  you  all  may  be  there. 

I  think  that  is  all  the  formal  announcements,  Mr.  Secretary. 

Regarding  your  Mount  Ranier  trip,  your  program  indicates  that 
on  Friday  those  delegates  who  desire  to  take  the  Mount  Ranier  trip 
will  be  accommodated.  Tomorrow  we  will  have  here  in  the  hotel, 
in  the  foyer  just  outside  of  this  room,  an  official  representative  of 
the  Ranier  National  Park  Company,  who  will  inform  you  regarding 
the  details  of  the  trip,  and  I  want  you  to  get  from  him  those  details. 
I  have  assumed  no  responsibility  for  that  trip,  although  I  assumed 
certain  responsibilities  beyond  my  control  yesterday.  Some  dele- 
gates who  came  from  the  East  may  appreciate  that,  and  I  hope  you 
will  go  out  here  and  consult  that  gentleman  tomorrow  and  arrange 
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the  details  for  your  trip  to  Ranier  National  Park  on  Friday  after- 
noon ;  and  I  am  sure  that  those  who  are  here  from  the  East  will 
enjoy  that  trip  very  much. 

I  only  want  to  announce  this,  that  if  there  is  anytliing  that  the 
local  committee  may  do  for  the  entertainment  or  the  service  of 
those  delegates  who  come  from  outside  of  the  state,  we  stand  ready 
and  are  at  your  service  at  all  times. 

Chairman  Lutz  :  The  next  feature  of  the  program  is  the  Re- 
view of  State  Tax  Legislation  for  the  year  1928.  This  review  is  to 
be  presented  by  Miss  Beulah  Bailey,  of  the  New  York  State  Tax 
Commission.     I  am  glad  to  introduce  Miss  Bailey. 

Miss  Beulah  Bailey  (New  York)  :  President  Lutz  and  Mem- 
bers of  the  Tax  Conference :  I  know  that  after  those  three  or  four 
delightful  days  spent  in  Canada  on  the  Tax  Conference  Special  it 
is  going  to  be  very  hard  to  turn  your  minds  to  a  subject  of  the 
alleged  dryness  of  taxation,  especially  of  tax  legislation;  but,  this 
is  a  very  light  year  in  tax  legislation. 

REVIEW  OF  TAX  LEGISLATION  FOR  1928  * 

beulah  bailey 
New  York  State  Department  Taxation  and  Finance 

There  were  nine  states  in  regular  session  this  year.  They  were 
Kentucky,  Louisiana,  Massachusetts,  Mississippi,  New  Jersey,  New 
York,  Rhode  Island,  South  Carolina,  and  Virginia.  Georgia  has 
discontinued  the  annual  sessions  and  now  holds  sessions  biennially 
on  the  odd  years.  Maryland  has  changed  from  the  even  to  the  odd 
years.  New  Hampshire  and  Vermont  had  special  sessions  in  No- 
vember of  1927,  and  Oklahoma  had  one  in  December.  In  1928 
Illinois,  Nevada,  Iowa.  Kansas,  Wisconsin  and  California  were  in 
special  session. 

Constitutional  Amendments 

California 

California  amended  the  constitution  levying  a  tax  of  4%  "ac- 
cording to  or  measured  by "  net  income  on  banks  and  business 
corporations,  and  a  3-mill  flat  tax  on  credits. 

Kansas 

Kansas  has  had  a  gasoline  tax  since  1925  but  its  constitutionality 
has  recently  been  questioned.  This  year  an  amendment  to  the  con- 
stitution was  passed  stating  that  "  the  state  shall  have  power  to  levy 
special  taxes  for  road  and  highway  purposes  on  motor  vehicles 
and  motor  fuel." 

*  Corrected  Nov.  lo  so  as  to  include  results  of  election  November  6. 
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North  Dakota 

An  amendment  to  the  constitution  giving  the  state  Board  of 
Equalization  power  to  assess  the  property  of  electric  light,  heat  and 
power  companies  was  adopted  in  March,  1928. 

Virginia 

The  statutory  provision  of  1926  segregating  the  taxation  of  real 
estate  and  tangible  personal  property  exclusively  to  the  localities 
and  intangible  personal  property  exclusively  to  the  state,  was  by 
referendum  embodied  in  the  state  constitution. 

Special  Tax  Investigation  Commissions 
Massachusetts 

The  special  commission  to  revise  the  tax  laws  of  Massachusetts 
first  appointed  in  1927,  is  continued.  $10,000  is  again  appropriated 
for  the  work.  The  commission  has  already  made  one  report  of  the 
date  of  December  31,  1927.     (House  doc.  490.) 

$2,000  was  further  appropriated  for  the  use  of  a  special  com- 
mission consisting  of  the  Secretary  of  State,  the  Tax  Commissioner 
and  the  Director  of  Accounts,  in  making  a  study  of  the  matter  of 
fees  charged  for  licenses  and  permits,  the  proceeds  from  which 
form  part  of  the  income  of  cities  and  towns,  and  also  of  fees  and 
charges  for  the  services  rendered  by  cities  and  towns. 

New  Jersey 

A  commission  of  eight  citizens  consisting  of  two  economists,  one 
from  Rutgers  and  one  from  Princeton,  one  farmer,  one  banker,  one 
manufacturer,  one  member  of  the  State  Board  of  Taxes  and  Assess- 
ment, one  Senator,  one  Assemblyman  constitutes  the  tangible  per- 
sonal propert)'  tax  commission  appointed  in  accordance  with  a  1928 
resolution.  Xew  Jersey  wishes  to  relieve  the  tax  on  tangible  per- 
sonal property.  Two  thousand  dollars  is  appropriated  for  the  com- 
mission. The  commission  shall  make  a  study  of  the  personal  prop- 
erty tax  and  report  to  the  next  session  of  the  legislature. 

New  York 

The  Special  Joint  Committee  en  Taxation  and  Retrenchment  has 
been  continued  for  another  year.  The  1928  report  of  the  committee 
was  on  the  fiscal  problems  of  city  school  administration. 

Virginia 

At  the  1927  extra  session  of  the  General  Assembly,  the  State  Tax 
Commission  was  directed  to  investigate  the  subject  of  the  taxation 
of  public  service  corporations.  The  Tax  Commissioner  employed 
Mr.  Clarence  Heer  of  the  New  York  Bureau  of  Municipal  Research 
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to  make  the  study.  Mr.  Ileer's  report  consists  of  three  parts,  two 
of  which  have  been  completed.  The  result  of  the  study  so  far  is  to 
show  that  the  railroads  of  \^irs,^inia  are  not  paying  their  full  share 
of  taxes  and  that  as  hitherto  the  intangibles  of  the  railroads  have 
not  been  taxed,  a  definite  basis  should  be  fixed  for  taxing  the  same. 
A  1928  law  passed  since  the  submission  of  the  Tax  Commissioner's 
report  provides  for  the  taxation  of  these  intangibles. 

State  Tax  Administration 

Virginia 

The  general  tax  statutes  of  the  state  have  been  consolidated  into 
one  act;  this  act  is  to  be  known  and  cited  as  "  The  Tax  Code  of 
Virginia."  The  Tax  Code  decreases  the  volume  of  tax  statutes  by 
about  50%.  All  obsolete,  useless,  erroneous  and  duplicating  pro- 
visions of  the  general  tax  statutes  were  repealed. 

Local  Tax  Administration 

Kentucky 

The  pay  of  members  of  the  board  of  supervisors  is  increased 
from  $3.00  per  day  to  $4.00. 

New  Jersey 

A  1928  law  permits  the  governing  body  of  any  fourth-class  city 
to  provide  for  a  board  of  three  assessors  where  no  board  now  exists. 

There  was  some  irregularity  in  a  law  passed  in  1926  authorizing 
townships  and  boroughs  to  appoint  a  board  of  assessors.  This  law 
is  validated  by  a  1928  act. 

Assessment 

Illinois 

The  Tax  Commission  has  ordered  a  reassessment  of  all  real 
estate  in  Cook  County  in  accordance  with  the  1927  law  of  100% 
valuations. 

Banks 
California 

At  a  special  session  of  the  Legislature  called  in  September,  a  4% 
tax  "  according  to  or  measured  by  "  net  income  is  levied  on  banks. 
This  tax  would  be  in  lieu  of  all  other  personal  property  taxes  on 
banks.  Its  yield  is  estimated  to  be  about  one-third  of  the  yield  of 
the  capital  stock  tax  on  banks.  A  3-mill  flat  tax  is  levied  on  credits, 
which  include  notes,  accounts  receivable,  bonds,  shares  of  stock  in 
non-domestic  corporations.  This  tax  replaces  the  tax  on  certain 
intangibles  recently  held  unconstitutional.  This  new  tax  went  to 
the  electorate  in  November  and  was  carried. 
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New  York 

The  tax  on  unincorporated  foreign  bankers  and  investors  is  re- 
pealed leaving  them  subject  only  to  the  personal  income  tax.  The 
repealed  law  subjected  them  to  a  tax  of  5%  on  the  amount  of  in- 
terest or  compensation  of  every  kind  earned  and  collected  on  money 
loaned  or  employed  in  the  state. 

The  income  tax  on  banks  and  trust  companies  was  amended,  in 
relation  to  pro  rata  payments  by  new  corporations  or  in  case  of 
mergers  or  dissolutions. 

Virginia 

The  tax  on  bank  stock  is  reduced  from  $1.10  on  $100  of  actual 
value  to  $1.00. 

Collection  of  Taxes 
New  Jersey 

There  are  several  amendments  or  supplements  to  the  Tax  Sale 
Act: 

The  fees  payable  in  redemption  of  property  sold  for  taxes  are 
increased  from  a  maximum  of  $10  to  $12. 

If  the  amount  due  is  less  than  $10,  the  property  must  be  sold 
where  taxes  are  unpaid  for  three  years. 

If  the  amount  of  taxes  due  exceeds  the  value  of  the  property,  a 
1928  act  permits,  upon  application  of  the  owner,  a  readjustment  of 
the  tax  upon  the  condition  that  the  amount  determined  upon  be  paid 
within  thirty  days  of  the  date  of  determination. 

The  tax  sale  act  is  amended  where  property  has  been  sold  twice 
for  unpaid  taxes,  and  also  in  regard  to  the  resale  of  property  for 
taxes. 

N'ew  York 

The  state  tax  sale  is  abolished  by  law.  There  were  only  five 
counties  in  the  state  that  still  retained  the  old  practice  of  returning 
unpaid  real  property  taxes  to  the  state  for  enforcement  by  sale. 
Now  the  tax  sales  in  these  respective  counties  will  be  held  by  the 
county  treasurers. 

Corporation  Taxes 

California 

At  the  special  session  of  the  legislature  a  4%  tax  measured  by 
net  income  is  levied  on  business  corporations,  with  an  offset  by 
personal  property  tax  receipts  up  to  90%  of  the  4%  tax  and  a  mini- 
mum tax  of  $25  for  each  individual  corporation.  The  corporation 
excess,  or  '"  franchise  "  tax  as  it  is  called,  is  not  repealed  by  this 
new  provision,  but  no  doubt  it  will  be  superseded  by  it.  This  was 
voted  upon  in  November  and  was  carried. 
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New  York 

Taxes  on  profits  or  net  income  paid  to  a  foreign  country  may  be 
deducted  when  computing  the  income  tax  on  business  corporations. 

The  exemption  from  the  corporation  income  tax  of  certain  real 
estate  and  holding  companies  is  annulled  when  such  a  corporation 
owns  a  controlling  interest  in  a  company  taxable  under  the  corpora- 
tion franchise  tax  (or  vice  versa)  and  any  part  of  the  former's 
property  is  used  in  conducting  the  business  of  the  latter.  The  hold- 
ing company  together  with  the  corporation  taxable  may  be  required 
to  make  a  consolidated  report  including  the  segregable  assets  and 
the  entire  net  income  of  the  consolidated  companies. 

The  license  tax  on  foreign  corporations  whose  issued  capital  stock 
has  no  designated  monetary  value  was  held  unconstitutional  June  22 
by  the  Appellate  Division.  The  tax  was  six  cents  on  each  share 
employed  in  the  state.  As  the  act  as  it  existed  before  the  amend- 
ment levying  the  void  tax  has  not  been  repealed,  the  tax  should 
now  be  calculated  at  ]/%  of  1%  on  the  actual  capital  employed 
within  the  state. 

Utah 

The  law  requiring  foreign  corporations  to  pay  an  annual  tax 
based  on  the  entire  authorized  capital  stock  of  the  corporation  is 
held  unconstitutional.  The  Attorney  General  thinks  this  decision 
applies  to  domestic  companies  as  well  as  foreign.  The  Governor 
issued  a  proclamation  revoking  the  right  of  certain  corporations  to 
carrv  on  business  in  Utah  unless  license  taxes  were  paid  bv  April 
2,  1928. 

The  State  of  Washington  had  a  similar  case  and  there  the  court 
held  that  the  annual  license  fee  based  on  entire  authorized  capital 
stock  of  foreign  corporations  is  not  unconstitutional. 

De.\th  Duties 
Mississippi 

In  the  case  of  a  resident  the  amount  of  the  deduction  from  the 
gross  estate  has  been  increased  from  $25,000  to  $100,000  to  conform 
with  the  federal  law  and  the  rates  are  changed  to  equal  807"  of  the 
federal  estate  tax,  so  as  to  take  full  advantage  of  the  federal  credit. 

Mississippi  provides  for  reciprocity  in  taxing  the  intangible  per- 
sonal property  of  non-resident  decedents.  These  changes  became 
effective  April  22,  1928. 

New  York 

Last  year  the  flat-rate  tax  passed  in  1925  on  the  personal  prop- 
erty of  non-resident  decedents  was  held  unconstitutional  and  part 
of  that  law  was  New  York's  reciprocal  provisions.     This  year  the 


REVIEW  OF  TAX  LEGISLATION  FOR  1928  23 

legislature  re-enacted  the  law  of  1925,  with  a  provision  that  in  no 
case  should  the  tax  on  property  of  a  non-resident  exceed  what  would 
be  payable  if  he  had  been  a  resident.  This  new  law  will  not  violate 
the  equal  privileges  and  immunities  clause  in  the  United  States  Con- 
stitution. This  law  is  retroactive  to  July  1,  1925.  The  reciprocal 
provisions  of  the  1925  law  are  revived  and  made  retroactive  to  July 
1,  1925.  Provision  is  made  for  the  taxes  paid  under  protest  in  the 
interim.  Only  three  states  of  those  having  reciprocal  relations  with 
New  York  have  refused  to  exempt  taxes  upon  estates  of  residents 
of  New  York  dying  prior  to  March  12,  1928,  and  to  refund  any 
taxes  which  may  have  been  collected  from  estates  of  residents  of 
New  York  dying  prior  to  that  time.  These  three  states  are  Mary- 
land, Ohio  and  Pennsylvania. 

A  1928  law  makes  it  impossible  in  the  case  of  contingent  re- 
mainders for  the  Federal  Government  to  refuse  to  allow  credit. 
Up  until  the  passing  of  this  law  doubt  existed  as  to  whether  transfer 
taxes  paid  to  New  York  State  upon  contingent  transfers  might  be 
allowed  as  a  credit  against  the  federal  estate  tax  due  to  the  fact 
that  the  real  effect  of  the  provisions  for  taxing  contingent  transfers 
is  to  require  the  giving  of  security  for  taxes  which  will  not  be  due 
until  the  contingencies  happen.  Under  the  law  as  amended  the  tax 
payable  on  contingent  interests  in  net  estates  exceeded  $100,000  is 
definitely  fixed.  The  amount  levied  by  the  state  to  cover  a  possible 
tax  shall  not  be  greater  than  the  difference  between  the  transfer  tax 
and  the  estate  tax.  Credit  for  this  amount  may  be  taken  against 
both  the  federal  and  New  York  estate  tax. 

The  estate  tax  is  amended  to  apply  to  net  estates  of  over  $200,000 
instead  of  $1,000,000.  Reports  are  required  when  the  gross  estate 
exceeds  $200,000,  formerly  $1,250,000.  This  act  is  retroactive  to 
April  15,  1926. 

War-risk  insurance  payable  to  an  estate  is  exempt  from  the 
transfer  tax. 

An  estate-tax  bill  substituting  an  estate  tax  for  the  present  in- 
heritance and  estate  taxes  was  introduced  in  the  Legislature  this 
year  but  failed  to  become  a  law. 

North  Carolina 

The  court  has  held  that  the  estate  tax  of  North  Carolina  is  addi- 
tional to  and  distinct  from  the  inheritance  tax.  The  measure  of  the 
estate  tax  is  equal  to  the  full  percentage  of  the  federal  tax  without 
any  deduction  for  inheritance  taxes  paid  to  North  Carolina. 

Ontario 

The  Province  of  Ontario  in  regard  to  the  taxation  of  intangible 
personal  property  of  non-resident  decedents  has  reciprocity  with 
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Alabama,  Connecticut,  Georgia,  Florida,  Maryland,  Massachusetts, 
New  Hampshire,  New  Jersey,  Ohio,  Oregon,  Pennsylvania,  Ne- 
vada, Rhode  Island,  Tennessee  and  District  of  Columbia.  Ontario's 
law  became  effective  April  3,  1928. 

Virginia 

\'irginia  imposes  a  new  inheritance  law  effective  June  16,  1928. 
The  rates  are  the  same,  but  under  the  new  law  the  rates  applicable 
on  resident  estates  are  also  imposed  upon  non-resident  estates  to  the 
extent  that  they  can  be  made  applicable.  Except  that  after  January 
1,  1929  the  tax  on  intangible  personalty  of  non-resident  decedents  is 
repealed.     This  repeal  will  give  Virginia  reciprocity. 

Under  the  1928  law  the  inheritance  taxes  go  into  the  general 
fund.  Under  the  former  law  one-third  went  to  the  general  fund, 
one-third  to  the  public  free  schools  and  one-third  to  the  counties 
and  cities  for  the  schools. 

Education 

A^ew  York 

An  educational  law  provides  that  in  all  cities  where  the  school 
tax  can  be  changed  by  local  authorities  the  budget  must  include  the 
entire  amount  to  be  spent  for  education,  including  debt  service  and 
amounts  derived  from  state  aid.  There  must  be  a  public  hearing 
on  this  budget  before  the  rate  is  fixed.  In  these  cities  the  tax  bills 
must  state  separately  the  amount  and  rate  for  school  purposes,  and 
a  detailed  financial  report  must  be  issued  by  the  Board  of  Educa- 
tion or  some  other  public  authority.  These  measures  will  segregate 
the  cost  of  education  from  the  costs  of  city  government  in  general 
and  will  tend  to  put  some  check  on  the  spending  of  educational 
authorities. 

Exemptions 

Illinois 

Exemptions  in  regard  to  education  are  broadened  to  include  all 
lands,  moneys,  or  other  property  heretofore  or  hereafter  donated, 
granted,  received  or  used  for  educational  purposes  and  the  proceeds 
thereof,  whether  held  in  trust  or  al)solutely. 

Massaclniscfts 

Boats,  fishing  gear  and  nets  of  persons  engaged  exclusively  in 
commercial  fishing  is  exempt  up  to  and  not  exceeding  $300. 

Real  estate  of  a  municipality  used  or  occupied  for  other  than  a 
public  purpose  is  taxable  to  the  lessee. 
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Mississippi 

All  cattle,  sheep,  goats  and  hogs  are  exempt  from  state  and 
county  general  property  tax  for  five  years  from  the  passage  of  this 
law,  March  12,  1928. 

Hotels  of  twenty-five  rooms  or  more  built  before  January  1,  1932 
are  to  be  exempt  from  county  and  municipal  taxation  for  five  years 
from  the  date  of  its  charter,  if  owned  by  a  corporation. 

Feed  mills  are  to  be  exempt  from  the  general  property  tax  for 
five  years. 

Buildings  erected  for  the  purpose  of  being  leased  to  exempt  fac- 
tories, are  also  exempt. 

New  Jersey 

Rural-mail  carriers  are  exempt  from  the  payment  of  a  gasoline 
tax  up  to  1,500  gallons. 

Rhode  Island 

The  veterans  of  the  Philippines  Insurrection  and  of  the  China 
Relief  Expedition  are  given  the  same  exemption  privileges  as  those 
of  the  Civil  War,  Spanish- American  War  and  the  World  W^ar. 

Gasoline  Tax 

Alabama 

The  Supreme  Court  of  Alabama  has  ruled  that  the  law  levying  a 
tax  of  2  cents  per  gallon  on  gasoline  repealed  the  former  privilege 
license  tax  of  one-half  of  1%  on  gross  receipts  of  gasoline  distrib- 
utors in  the  state.  Alabama  has  been  collecting  both  taxes  since 
1923. 

Illinois 

February  23,  1928  the  Supreme  Court  of  Illinois  held  the  gaso- 
line tax  unconstitutional.  Under  the  Illinois  act  the  collection  of 
the  gasoline  tax  was  made  from  the  wholesaler  and  a  number  of  oil 
companies  have  filed  suit  in  the  Federal  court  to  recover  their 
money  paid  under  the  void  act.  The  cases  are  still  in  litigation. 
The  second  special  session  of  the  legislature  passed  a  bill  making 
disposition  of  the  six  or  seven  million  dollars  collected  under  the 
gasoline-tax  act.  Payment  under  this  act  will  not  be  made  until  the 
before-mentioned  litigation  has  ended. 

Kentucky 

The  gasoline-tax  rate  in  Kentucky  has  been  permanently  fixed  at 
five  cents  per  gallon.  The  1926  law  stated  that  after  July  1,  1928 
the  tax  was  to  be  reduced  from  five  cents  to  three  cents.  The  1928 
law  provides  that  the  expense  of  collecting  the  tax  be  deducted  be- 
fore it  is  placed  in  the  Road  Fund. 
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Massachtusetts 

Massachusetts  levies  a  two-cent  tax  on  gasoline,  effective  Jan- 
uary 1,  1929.  The  usual  exemptions  are  granted.  The  tax  is  paid 
monthly  by  the  distributor  but  not  at  the  time  the  report  is  filed. 
The  tax  is  administered  by  the  Department  of  Corporations  and 
Taxation  and  the  proceeds  go  to  a  "  highway  fund "  to  be  ex- 
pended by  the  Department  of  Public  Works. 

Mississippi 

Counties  that  issue  bonds  for  the  maintenance  of  sea  walls  for 
the  protection  of  roads  may  levy  a  gasoline  tax  not  to  exceed  three 
cents  per  gallon,  in  addition  to  the  state  levy.  A  1924  law  limited 
the  amount  of  this  special  county  tax  to  two  cents. 

New  Hampshire 

At  a  special  session  of  the  Legislature  held  in  November,  the 
gasoline  tax  was  increased  from  three  to  four  cents  a  gallon.  This 
additional  cent  tax  shall  be  used  to  pay  the  interest  and  the  prin- 
cipal of  the  bonds  and  notes  issued  to  repair  the  damages  caused  by 
the  flood  of  1927.  The  four-cent  tax  is  to  be  levied  for  eight  years 
or  until  the  bonds  are  paid  if  they  are  paid  in  less  than  eight  years. 

Virgini-a 

The  gasoline  tax  was  increased  from  4^^  cents  per  gallon  to  5 
cents  and  the  time  limit  on  refunds  was  reduced  from  a  60-day 
period  to  a  30-day  period. 

Texas 

According  to  a  1927  law  the  gasoline  tax  will  be  reduced  to  two 
cents  after  September  1,  1928.     It  has  been  three  cents. 

IxcoME  Tax 
New  York 

If  a  person  is  married  during  the  taxable  year,  the  personal  ex- 
emption of  $3500  cannot  be  taken  in  full  but  must  be  apportioned 
by  the  months  married.  If  a  taxpayer  dies  during  the  taxable  year 
he  is  given  a  full  exemption  and  the  surviving  spouse  will  receive 
exemptions  according  to  his  or  her  status  at  the  close  of  the  taxable 
year.  These  exemptions  apply  for  any  taxable  year  beginning  on 
or  after  January  1.  1927. 

A  minister  does  not  include  in  his  gross  income  the  rental  value 
of  a  dwelling  house  furnished  him  as  part  of  his  compensation. 
This  law  also  applies  to  returns  for  any  taxable  year  beginning  on 
or  after  January  1,  1927. 

A  pension   is  not   subject   to  the  personal    income   tax   but  any 
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amount  actually  distributed  or  made  available  to  any  distributee 
shall  be  taxable  to  him  in  the  year  in  which  so  distributed  to  the 
extent  that  it  exceeds  the  amount  paid  in  by  him. 

North  Dakota 

A  ruling  of  the  Tax  Commission  holds  that  stock  dividends  are 
taxable  as  income  to  the  recipient  subject  to  deductions  depending 
on  the  proportion  of  income  on  which  the  issuing  corporation  paid 
tax  to  North  Dakota.  Dividends  of  domestic  companies  are  exempt, 
as  the  law  expressly  exempts  all  dividends  received  from  corpora- 
tions paying  their  entire  tax  to  the  state  of  North  Dakota. 

Wiscondn 

A  former  law  required  every  single  person  having  a  net  income 
of  $700  a  year,  and  if  married  of  $1500  a  year,  to  file  a  report  of 
the  same.  A  1928  law  raises  the  amount  for  single  people  to  $800 
and  for  married  to  $1600. 

According  to  a  1927  law  the  net  average  income  for  1928  shall 
be  based  upon  the  average  net  incomes  or  losses  for  the  years  1926 
and  1927.  A  1928  law  states  that  in  determining  this  1928  income 
the  net  income  or  loss  of  1926  is  to  be  given  two-thirds  weight  and 
that  for  1927  one-third. 

Int.\ngirles,  Money,  Credits 

California 

The  low  tax  rate  on  certain  intangibles  has  been  held  invalid  by 
the  Supreme  Court  of  California.     (Arnold  v.  Hopkins  et  al.) 

The  1928  special  session  passed  a  measure  levying  a  3-mill  flat 
tax  on  credits.  This  tax  replaces  the  "  7%  assessment "  law  of 
1925  and  the  14>4-mill  tax  of  1927  and  the  old  ad-valorem  property 
tax  which  was  supposed  to  be  superseded  by  the  laws  of  1925  and 
1927  but  which  at  present  is  in  effect  due  to  the  1925  and  1927  laws 
being  held  unconstitutional.  The  people  voted  on  this  in  Novem- 
ber, and  it  was  carried. 

Kentucky 

The  mortgage-recording  tax  was  held  unconstitutional  by  the 
Supreme  Court. 

Virginia 

The  tax  on  shares  of  stock  including  shares  of  stock  held  in  a 
fiduciary  relation,  and  bonds  of  political  subdivisions  of  the  state, 
has  been  repealed.  The  present  tax  on  the  former  is  50  cents  on 
$100  and  on  the  latter  35  cents  on  $100.  The  repeal  becomes  effec- 
tive January  1,  1929.  The  tax  on  capital  is  reduced  from  85  cents 
per  $100  to  75  cents.     This  also  becomes  eft'ective  January  1,  1929. 
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Miscellanp:ous  Licenses  and  Taxes 
lozva 
At  a  special  session.  Iowa  authorized  a  $100,000,000  bond  issue 
for  the  imi)roveineut  of  tlie  i)riniary  road  system  of  the  state. 

Maryland 

The  Circuit  Court  of  Allegany  County  has  held  unconstitutional 
the  license  tax  of  $500  on  each  chain  store  in  the  county.  No  one 
concern  could  operate  more  than  five  chain  stores  in  one  county. 

Mo>itana 

The  1927  law  requiring  payment  of  license  tax  for  privilege  of 
grazing  live  stock  brought  into  the  state  has  been  held  unconstitu- 
tional.    (265  Pac.  6.) 

North  Carolina 

The  1927  law  providing  for  the  taxation  of  chain  stores  has  been 
held  unconstitutional.  The  tax  was  $50  for  each  store.  Chain 
stores  were  defined  as  six  or  more  under  the  same  general  man- 
agement. 

Pennsylvania 

The  Supreme  Court  of  the  United  States  held  unconstitutional 
the  Pennsylvania  law  taxing  gross  receipts  of  corporations  trans- 
porting passengers.  The  law  was  discriminatory  because  it  applied 
to  corporations  only. 

South  Carolina 

South  Carolina  has  an  innervation  in  the  administration  of  the  tax 
on  admissions  and  soft  drinks.  In  the  case  of  admissions  the  tax 
commission  furnishes  the  tickets.  These  tickets  are  furnished  with- 
out cost  to  the  operator  of  the  place  of  amusement.  If  for  some 
reason  state  tickets  are  not  used,  stamps  must  be  affixed  to  the 
tickets  used.  The  tax  is  payable  monthly.  The  state  tickets  make 
it  possible  for  the  commission  to  keep  a  check  on  the  situation  as 
all  tickets  issued  must  be  accounted  for. 

The  same  idea  is  evidenced  in  the  collecting  of  the  tax  on  soft 
drinks.  Beginning  May  1.  1928  bottled  drinks  must  have  affixed  to 
each  bottle  a  stamp  or  a  cap  containing  evidence  of  the  payment  of 
the  tax.  The  tax  commission  has  the  caps  containing  a  special 
design  which  has  been  copyrighted,  manufactured.  The  caps  are 
sold  to  the  bottlers  by  the  cap  manufacturer  only  upon  receipt  of  a 
certificate  issued  by  the  tax  commission  for  the  number  of  caps 
which  the  bottler  expects  to  use,  the  bottler  paying  the  tax  commis- 
sion for  the  certificate  which  is  presented  to  the  cap  manufacturer. 
The  dispenser  of  fountain  drinks  is  required  to  stamp  each  con- 
tainer in  which  syrups  are  contained. 
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South  Carolina  levies  a  tax  of  $100  per  store  on  chain  stores. 
This  is  in  addition  to  all  other  "license  fees  or  charges. 

The  stamp  tax  on  sporting  goods,  cut  glass,  etched  glass,  and 
22-calibre  cartridges  has  been  repealed.  The  rates  in  the  higher 
brackets  for  the  privilege  tax  on  contractors  has  been  changed. 
Where  the  contract  price  is  more  than  $500,000  but  not  more  than 
$750,000  the  tax  is  $750,  where  it  exceeds  $750,000  the  tax  is  $1000. 
Under  the  former  law  $750  was  the  maximum  tax. 

Motor  Vehicles 
Massachusetts 

Massachusetts  has  blazed  a  trail  in  promulgating  a  new  method 
of  taxing  motor  vehicles  under  the  general  property  tax  law.  A 
new  law  provides  for  an  excise  tax  on  registered  motor  vehicles  in 
lieu  of  a  local  tax.  The  excise  is  laid  on  the  privilege  of  operating 
motor  vehicles  on  the  highways  while  the  before-mentioned  gaso- 
line tax  is  an  excise  tax  upon  the  privilege  of  registration.  The 
Supreme  Judicial  Court  of  Massachusetts,  in  250  Mass.  591,  has 
already  held  both  excise  taxes  constitutional. 

The  value  at  which  the  motor  vehicle  will  be  assessed  will  be  the 
same  in  each  city  or  town,  and  the  excise  tax  rate  will  be  the  same 
as  that  laid  against  public  service  corporations,  and  commonly  spoken 
of  as  the  "  state  rate."  The  local  assessors  will  assess  the  excise 
and  the  local  collectors  will  collect  it.  The  proceeds  from  this  tax 
will  be  retained  by  the  cities  and  towns  for  the  general  treasury. 
The  valuations  of  the  motor  vehicles  is  to  be  considered  in  deter- 
mining the  borrowing  capacity  of  each  city  and  town. 

The  assessors'  valuations  must  be  according  to  the  following  table, 
but  they  may  abate  in  any  case  that  they  think  valuation  excessive : 

Year  of  manufacture 90%  manufacturers'  price  list. 

Second  year    60% 

Third  year  40%  "  "       " 

Fourth  year  25% 

Fifth  and  succeeding  years.  10% 

If  a  motor  vehicle  is  registered  after  June  30  and  before  Oc- 
tober 1,  the  tax  is  reduced  by  one-half,  and  after  October  1  by 
three-fourths.    There  is  no  excise  for  re-registrations. 

The  tax  is  laid  at  the  home  address  of  the  owner  as  determined 
by  the  owner's  state  registration.  Registrations  are  in  duplicate. 
The  duplicate  is  sent  by  the  Department  of  Corporations  and  Taxa- 
tion to  the  local  assessor. 

This  law  becomes  effective  January  1,  1929. 

At  the  same  time  the  excise  tax  and  the  gasoline  tax  became 
effective,   registration   fees  on  motor  vehicles  will  be   reduced  by 
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about  70%.  The  registration  fees  on  pleasure  cars  range  from 
$3.00  for  a  30  H.  P.  one  to  $7.50  for  50  U.  P.  Trucks,  15  cents 
per  100  lbs.  weight  plus  carrying  capacity.  Motor  busses  $1.20 
each  seat  for  a  seven  or  less  carrying  capacity  and  $1.50  each  seat 
for  a  larger  carrying  capacity.  A  distinction  is  made  between 
gasoline-driven  vehicles  and  non-gasoline-driven  vehicles,  the  latter 
being  a  little  more  than  three  times  as  great. 

Mississippi 

In  Mississippi  there  were  a  few  changes  in  the  rates  for  motor 
trucks.  The  former  rate  for  motor  trucks  with  hard  tires  ranged 
from  $15  to  $600.  The  former  rate  for  motor  trucks  with  pneu- 
matic tires  ranged  from  $10  to  $400.  Under  the  new  schedule  the 
range  is  from  $7.50  to  $400.  The  rate  on  trailers  has  been  in- 
creased. The  range  was  formerly  $10  to  $50.  It  is  now  $15  to  $80. 
The  county  tax  on  omnibuses  is  reduced  from  $4.00  per  passenger- 
carrying  capacity  to  $2.00. 

New  Jersey 

A  fee  of  $150  must  be  paid  to  the  Commissioner  of  Motor  Veh- 
icles for  the  registration  of  trailers  upon  which  are  moved  road- 
building  m.achinery,  vehicles,  traction  engines,  etc. 

The  annual  allotment  to  counties  from  the  motor  vehicle  fund  has 
been  increased  from  $40,000  to  $50,000.  This  money  all  goes  for 
road  purposes. 

South  Carolina 

The  collection  of  the  motor  bus  gross-earnings  tax  has  been 
placed  under  the  supervision  of  the  Railway  Commission.  This  tax 
was  formerly  administered  by  the  State  Highway  Department. 

Public  Utilities 

Kentucky 

The  tax  commission  of  Kentucky  has  been  given  sole  power  to 
assess  the  physical  or  tangible  value  of  electric-light  and  gas  com- 
panies owming  or  operating  plants  in  two  or  more  counties  even 
though  part  of  the  property  is  located  in  a  first  or  second  class  city. 
Hitherto  these  companies  were  not  specifically  designated. 

New  Jersey 

If  a  public  utility  shall  acquire  another  public  utility,  the  former 
shall  include  in  its  tax  returns  the  gross  receipts  of  the  latter  from 
January  1  of  the  year  the  property  was  acquired  to  the  date  of  the 
acquisition,  as  well  as  its  own  gross  receipts. 
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Railroads 

Massachusetts 

The  commutation  or  excise  tax  on  street  railways  and  electric 
railroad  companies  was  repealed.  This  tax  was  based  upon  the 
average  gross  receipts  for  each  mile  of  track.  The  rates  ranged 
from  1%  on  $4,000  or  less  to  3%  on  $28,000  or  more.  The  towns' 
share  of  these  taxes  went  to  the  removal  of  snow  and  the  repair  and 
maintenance  of  public  ways. 

Virginia 

A  1928  law  permits  the  taxation  of  the  intangible  property  hold- 
ings of  railroads.    Hitherto  they  have  been  held  not  taxable. 

Rates  and  Levies 

Illinois 

The  maximum  tax  rate  to  raise  money  for  certain  specified  pur- 
poses has  been  lowered  in  many  cases  by  nearly  50%.  This  is  due 
to  the  fact  that  assessments  are  raised  from  50%  of  value  to  full 
value. 

Nevada 

The  state  tax  levy  is  for  1928,  63  cents  on  each  $100.  Last  year 
it  was  58  cents. 

A  special  tax  of  5  cents  on  each  $100  is  also  levied  for  the  main- 
tenance of  highways.  This  money  is  to  supplement  the  Federal 
Aid  money. 

New  Jersey 

New  Jersey  continues  until  December  31,  1928  its  tax  of  ^  mill 
on  each  dollar  of  real  and  personal  property  in  the  various  munici- 
palities. The  proceeds  go  to  the  state  institutions'  construction 
fund.     This  tax  was  first  levied  in  1926. 

Nezv  York 
The  direct  state  tax  is  reduced  from  1  mill  to  3^  of  a  mill. 

Stock  Transfer  Tax 

New  York 

The  stock  transfer  tax  was  amended  to  except  deliveries  or  trans- 
fers to  a  broker  for  sale  or  to  a  customer  upon  whose  orders  he  has 
purchased  the  same.  Such  deliveries  or  transfers  shall  be  accom- 
panied by  a  certificate  setting  forth  the  facts.  This  makes  the 
transfer  taxable  only  when  there  is  a  transfer  of  the  beneficial  in- 
terest and  not  when  it  is  transferred  from  the  customer  to  the 
broker  and  7nce  versa  for  business  reasons. 
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Severance  Tax 

Louisia)ui 

A  1928  law  provides  for  a  tax  of  four  cents  a  barrel  on  crude  oil 
of  28  gravity  and  above  and  eleven  cents  a  barrel  on  crude  oil  of 
43  gravity  and  above. 

Chairman  Lutz:  Is  there  any  discussion  of  Miss  Bailey's  very 
excellent  resume  ? 

If  there  is  no  discussion.  Senator  Edmonds  has  some  announce- 
ments. 

Fra.xklin  S.  Edmonds  (Pennsylvania)  :  May  I  make  two  an- 
nouncements? First,  the  Committee  on  Reciprocity  in  Inheritance 
Taxation  will  meet  tomorrow  evening,  Tuesday,  at  6 :  30,  at  dinner, 
in  Parloi  A  on  the  mezzanine  floor.  At  that  time  the  report  of  the 
committee  will  be  considered  so  that  it  may  be  ready  for  presenta- 
tion on  Thursday  night. 

A  second  announcement  is  for  the  delegates  from  Pennsylvania, 
who  are  asked  to  meet  in  that  [indicating]  corner  of  the  hall  imme- 
diately upon  the  adjournment  of  this  meeting. 

Mark  Graves  (New  York)  :  I  would  merely  like  to  request  the 
delegates  from  New  York  to  meet  in  this  [indicating]  corner  of  the 
hall  immediately  upon  the  adjournment  of  this  session. 

Chairman  Lutz:  Any  other  business  for  this  evening?  If  not, 
the  Conference  is  adjourned. 


SECOND  SESSION 

Tuesday,  August  28,  1928.     9:30  A.  M. 

Chairman  Lutz  :  Will  the  meeting  come  to  order,  please. 

I  should  like  to  announce  a  meeting  of  the  executive  committee 
to  be  held  at  the  close  of  the  afternoon  session  in  private  Dining 
Room  Xo.  2,  just  opposite  the  registration  desk. 

The  Secretary  has  some  announcements. 

Secretary  Query:  For  the  benefit  of  those  present,  if  you  call 
at  the  registration  desk  you  may  get  a  list  of  the  delegates  enrolled 
up  to  5  o'clock  yesterday  afternoon.  We  have  a  copy  for  every 
delegate  enrolled.  I  would  like  for  you  to  look  over  the  list,  and 
if  there  are  any  errors  in  names  or  otherw^ise,  I  would  like  for  you 
to  call  it  to  the  attention  of  the  registration  clerk. 

I  wish  to  announce  again  that  a  representative  of  the  Ranier  Park 
Company  will  be  at  the  registration  desk  all  day  to  make  arrange- 
ments for  those  who  care  to  make  the  trip  to  the  Park. 

Chairman  Lutz  :  Xow,  then,  the  session  this  morning  is  de- 
voted to  the  tax  situation  on  the  Pacific  Coast,  and,  as  will  be  noted, 
we  have  endeavored  to  put  on  the  program  for  the  discussion  of 
this  topic  those  who  know  most  about  the  subject,  and  you  will 
recognize  the  gentlemen  as  being  probably  as  well  qualified  to  cover 
this  subject  as  any  who  might  have  been  selected. 

I  am  going  to  introduce  a  gentleman  from  the  State  of  Wash- 
ington to  preside  and  take  charge  of  this  session  and  to  keep  the 
speakers  within  the  legal  limits  of  time,  and  so  on. 

I  should  like  to  make  this  general  suggestion  for  the  speakers, 
and  that  is  that  they  occupy  this  raised  platform  here  at  the  back. 
For  the  present  we  cannot  get  rid  of  this  canopy,  it  has  a  micro- 
phone attached  to  it,  and  no  one  is  willing  to  touch  it.  However, 
if  the  speaker  gets  up  there  he  may  be  able  to  broadcast  on  a  short 
wave  length  from  Station  TAX,  and  we  hope  some  good  will 
come  of  it. 

I  am  glad  to  introduce  Mr.  C.  E.  Arney,  Jr.  of  Washington  as 
the  presiding  officer  for  this  session.    Mr.  Arney,  come  forward. 

(C.  E.  Arney,  Jr.,  Washington,  presiding.) 

Chairman  Arney  :  Dr.  Lutz,  I  desire  to  thank  you  for  the  privi- 
lege of  presiding  over  this  session.     I  am  highly  honored  at  the 
3  (33) 
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privilege  of  presiding  over  any  session  of  the  National  Tax  Con- 
ference. As  Dr.  Lutz  has  told  you,  the  morning  session  is  devoted 
to  tax  problems  of  the  Pacific  Coast,  and  the  subjects  are  to  be 
handled  by  men  who  have  a  close  association  vi^ith,  and  a  very  deep 
appreciation  of,  the  problems  that  affect  our  three  coast  states. 

Without  any  further  ado  I  am  going  to  call  upon  Honorable 
Samuel  H.  Chase,  the  Chairman  of  the  Washington  State  Tax 
Commission,  who  will  speak  to  us  upon  the  problems  of  taxation  in 
the  State  of  Washington — Honorable  Samuel  H.  Chase,  Chairman 
of  the  Washington  State  Tax  Commission. 

Samuel  H.  Chase  (Washington)  : 

THE  TAX  SITUATION  ON  THE  PACIFIC  COAST 

S.    II.    CHASE 
Chairman,  Washington  State  Tax  Commission 

In  presenting  Washington's  section  of  the  review  of  "  The  Tax 
Situation  on  the  Pacific  Coast  "  an  attempt  will  be  made  to  sketch 
present  conditions  through  an  outline  of  the  constitutional  founda- 
tion for  the  taxation  system  of  the  State;  the  governing  general 
statutes  resting  upon  this  support;  the  particular  statutes  as  they 
pertain  to  subdivisions  of  the  subject,  and  such  comments  as  may 
appear  needful  to  give  significance  and  proportion  to  a  picture 
which  must  be  incomplete  in  detail. 

The  State  Taxation  System 

The  fundamental  principles  of  the  taxation  system  of  the  State 
of  Washington  are  embodied  in  Sections  1,  2  and  3  of  Article  7  of 
the  State  Constitution  and  read  as  follows : 

"  Section  1.  All  property  in  the  state,  not  exempt  under  the 
laws  of  the  United  States,  or  under  this  constitution,  shall  be 
taxed  in  proportion  to  its  value  to  be  ascertained  as  provided 
by  law.  The  legislature  shall  provide  by  law  for  an  annual 
tax  sufficient,  with  other  sources  of  revenue,  to  defray  the  esti- 
mated ordinary  expenses  of  the  state  for  each  fiscal  year.  *  *  * 

"  Section  2.  The  legislature  shall  provide  by  law  a  uniform 
and  equal  rate  of  assessment  and  taxation  on  all  property  in 
the  state,  according  to  its  value  in  money,  and  shall  prescribe 
such  regulations  by  general  law  as  shall  secure  a  just  valuation 
for  taxation  of  all  property,  so  that  every  person  and  corpora- 
tion shall  pay  a  tax  in  proportion  to  the  value  of  his,  her  or  its 
property:  Provided,  That  a  deduction  of  debts  from  credits 
may  be  authorized:  Provided,  further.  That  the  property  of 
the  United  States  and  of  the  state,  counties,  school  districts 
and  other  municipal  corporations,  and  such  other  property  as 
the  legislature  may  by  general  laws  provide,  shall  be  exempt 
from    taxation :    And    provided    further,    That   the    legislature 
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shall  have  power,  by  appropriate  legislation,  to  exempt  personal 
property  to  the  amount  of  three  hundred  ($300.00)  dollars  for 
each  head  of  a  family  liable  to  assessment  and  taxation  under 
the  provisions  of  the  laws  of  this  state  of  which  the  individual 
is  the  actual  bona  fide  owner." 

"  Section  3.  The  legislature  shall  provide  by  general  law 
for  the  assessing  and  levying  of  taxes  on  all  corporation  prop- 
erty as  near  as  may  be  by  the  same  methods  as  are  provided 
for  the  assessing  and  levying  of  taxes  on  individual  property." 

These  constitutional  requirements  and  inhibitions  have  firmly 
established  in  this  state  the  general  property  tax  system  whereunder 
all  property,  real  and  personal,  is  required  to  be  assessed  and  taxed 
at  equal  and  uniform  rates  regardless  of  its  class  or  use.  This 
scheme  of  taxation  is  statutorily  prescribed  through  legislative  en- 
actments controlled  by  the  dominating  provisions  of  Section  7, 
Chapter  130,  Laws  1925,  Extraordinary  Session,  which  reads  in 
part  as  follows : 

"  All  real  and  personal  property  now  existing,  or  that  shall 
be  hereafter  created  or  brought  into  this  state,  shall  be  subject 
to  assessment  and  taxation  for  state,  county  and  other  taxing 
district  purposes  as  provided  by  law,  upon  equalized  valuations 
thereof,  fixed  with  reference  thereto  on  the  first  day  of  March 
at  12  o'clock  meridian,  in  each  and  every  year  in  which  the 
same  shall  be  listed,  except  as  hereinafter  provided. 

"  The  following  property,  to  the  extent  herein  limited,  shall 
be  exempt  from  taxation  :" 

The  "  following  property "  designations  embrace  the  self-exe- 
cuting constitutionally-exempted  public  property,  certain  property 
of  churches,  cemeteries,  schools,  hospitals  and  various  charitable, 
educational  and  religious  societies  and  institutions,  and  the  personal 
property  of  each  head  of  a  family  liable  to  assessment  and  taxation 
to  the  amount  of  three  hundred  dollars. 

All  property  is  assessable  at  fifty  per  cent  of  its  true  and  fair 
value  in  money.  This  "  true  and  fair  value  in  money  "  is  defined 
by  statute  to  be  "  that  value  at  which  the  property  would  be  taken 
in  payment  of  a  just  debt  from  a  solvent  debtor."  Our  supreme 
court  has  said  that  this  measure  of  value  reduced  to  its  simplest 
terms  is  "  market  value."  Real  property  is  required  to  be  assessed 
in  every  even-numbered  year  and  personal  property  to  be  assessed 
every  year,  each  with  reference  to  its  value  as  of  March  first  of 
the  year  in  which  it  is  assessed.  Personal  property  is  defined  as 
follows : 

"  The  term  '  personal  property '  for  the  purposes  of  taxation, 
shall  be  held  and  construed  to  embrace  and  include,  without 
especially  defining  and  enumerating  it,  all  goods,  chattels, 
stocks,  estates  or  moneys;  all  standing  timber  held  or  owned 
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separately  from  the  ownership  of  the  land  on  which  it  may 
stand;  all  fish  trap,  pound  net,  reef  net,  set  net  and  drag  seine 
fishing  locations ;  all  leases  of  real  property  and  leasehold  in- 
terests therein  for  a  term  less  than  the  life  of  the  holder;  all 
improvements  upon  lands  the  fee  of  which  is  still  vested  in  the 
United  States,  or  in  the  State  of  Washington;  all  gas  and 
water  mains  and  pipes  laid  in  roads,  streets  or  alleys;  and  all 
property  of  whatsoever  kind,  name,  nature  and  description, 
which  the  law  may  define  or  the  courts  interpret,  declare  and 
hold  to  be  personal  property  for  the  purpose  of  taxation  and 
as  being  subject  to  the  laws  and  under  the  jurisdiction  of  the 
courts  of  this  state,  whether  the  same  be  any  marine  craft,  as 
ships  and  vessels,  or  other  property  holden  under  the  laws  and 
jurisdiction  of  the  courts  of  this  state,  be  the  same  at  home  or 
abroad :  Provided,  That  mortgages,  notes,  accounts,  certificates 
of  deposit,  tax  certificates,  judgments,  state,  county,  municipal 
and  taxing  district  bonds  and  warrants  shall  not  be  considered 
as  property  for  the  purpose  of  this  act,  and  no  deduction  shall 
hereafter  be  made  or  allowed  on  account  of  any  indebtedness 
owed." 

Attention  will  be  directed  hereafter  to  the  far-reaching  effect  of 
the  provisory  clause  of  this  statute. 

Washington  follows  the  county  assessor  method  in  the  assessment 
of  property.  Each  county  constitutes  a  taxing  unit  embracing  city, 
town,  school,  road  and  other  taxing  districts.  The  various  steps  in 
the  making  and  equalization  of  assessments,  in  brief,  are  as  follows : 

First:  The  county  assessor  lists,  values  and  assesses  all  real  and 
personal  property,  within  his  county,  not  exempt  from  taxation  or 
exclusively  assessable  by  the  township  assessors  of  the  two  counties 
of  the  state  having  township  organizations,  or  by  the  State  Tax 
Commission. 

Second :  The  assessments  so  made  are  submitted  to  county  boards 
of  equalization  composed  of  ex-officio  local  officials  required  to  meet 
annually  during  the  first  two  weeks  in  July  and  equalize  the  assess- 
ments of  the  property  in  their  respective  counties. 

Third:  An  abstract  of  the  assessments  of  the  real  and  personal 
property  in  each  county  as  equalized  by  the  county  board  of  equal- 
ization, is  prepared  by  the  county  assessor  and  certified  to  the  State 
Board  of  Equalization. 

Fourth:  The  State  Tax  Commission  values  and  assesses  the 
operating  property,  within  the  state,  of  railroad  companies  and 
telegraph  companies,  and  certifies  such  valuations  to  the  State 
Board  of  Equalization.  This  board,  composed  exclusively  of  mem- 
bers of  the  Tax  Commission,  during  the  first  three  weeks  of  Sep- 
tember in  each  year,  equalizes  the  valuations  of  railroad  and 
telegraph  companies  with  the  valuations  of  the  general  property  of 
the  state,  and  equalizes  the  assessments  of  property  in  the  thirty- 
nine  counties  of  the  state  as  between  the  several  counties. 
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Administration 

Of  the  many  agencies  participating  in  the  administration  of  the 
Washington  tax  laws  the  county  assessor  is  unquestionably  the  most 
important.  This  official  is  responsible  for  the  original  assessment 
of  all  real  and  personal  general  property.  The  initial  assessment 
of  property  is  the  corner-stone  of  the  general  property  tax  struc- 
ture, and  equality  or  inequality  in  the  imposition  of  the  tax  burden 
is  almost  entirely  dependent  upon  the  degree  of  efficiency  or  in- 
efficiency with  which  that  duty  is  performed.  In  theory,  equaliza- 
tion bodies  establish  equality,  but  experience  has  demonstrated  that, 
if  through  erroneous  initial  assessments  the  valuations  of  assessed 
property  lack  relative  uniformity,  no  subsequent  action  by  boards 
of  equalization  or  review  can  rectitV  resultant  inequalities  and  in- 
justices. 

The  problems  attending  the  assessment  of  personal  property  are 
more  or  less  common  to  the  several  states.  Those  pertaining  to  the 
assessment  of  real  property  in  Washington  are  perhaps  somewhat 
anomalous  and  complex  owing  to  widely  divergent  climatic  and 
topographical  conditions.  This  state  is  divided  into  Eastern  and 
Western  Washington  by  the  Cascade  ^Mountain  Range  which  rises 
to  an  extreme  elevation  of  over  14,000  feet  and  runs  north  and 
south  through  the  geographical  center  of  the  state.  The  Washington 
assessor  is  called  upon  to  value  and  assess  urban  and  suburban 
lands,  mountain  and  valley  lands,  grain  and  fruit  lands,  irrigated 
and  desert  lands,  forest  and  logged-off  lands,  improved  and  un- 
improved farm  lands,  in  fact,  land  of  every  conceivable  character 
and  of  every  degree  of  usefulness,  changing  abruptly  from  the  best 
to  the  worst  and  requiring  exact  knowledge  of  the  physical  char- 
acteristics of  each  tract  as  a  condition  precedent  to  its  assessment. 

Washington  was  one  of  the  pioneer  states  of  the  Union  to  assume 
state  direction  of  its  revenue  system  through  the  agency  of  a  state 
board  of  tax  commissioners.  This  board  consisting  of  three  mem- 
bers was  created  in  1905  and  vested  with  authority  to  exercise  gen- 
eral supervision  over  county  assessors  and  county  boards  of  equal- 
ization in  the  administration  of  the  taxation  laws  of  the  state.  It 
was  succeeded  by  a  single  state  tax  commissioner  and  later  by  the 
state  department  of  taxation  and  examination.  In  1925  the  legis- 
lature created  the  tax  commission  of  the  state  of  Washington  as 
now  constituted,  invested  it  w'ith  the  powers  and  duties  of  its  several 
predecessors,  additional  obligations  and  authority,  and  means  to  en- 
force its  orders. 

The  powers  and  duties  now  vested  in  the  commission,  in  part, 
follow. 

To  exercise  general  supervision  and  control  over  the  adminis- 
tration of  the  assessment  and  tax  laws  of  the  state,  over  township 
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and  county  assessors,  and  county  and  township  boards  of  equaliza- 
tion, and  over  boards  of  county  commissioners,  in  the  performance 
of  their  duties  relating  to  taxation. 

To  examine  and  test  the  work  of  county  and  township  assessors, 
and  if  it  shall  ascertain  that  any  taxable  property  is  omitted  from 
the  assessment  list,  or  not  assessed  or  valued  according  to  law,  to 
prepare  a  supplement  to  such  assessment  list,  which  supplement 
shall  be  filed  with  the  assessor's  assessment  list  and  thereafter  con- 
stitute an  integral  part  thereof  to  the  exclusion  of  all  portions  of 
the  original  assessment  list  inconsistent  therewith. 

To  order  any  county  or  township  board  of  equalization  to  raise 
or  lower  the  valuation  of  any  taxable  property  and  to  add  such 
property  to  the  assessment  list.  To  require  any  such  board  of 
equalization  to  reconvene  after  its  adjournment  for  the  purpose  of 
performing  any  order  or  requirement  made  by  the  tax  commission. 

To  hear  appeals  of  aggrieved  taxpayers  or  taxing  units  from 
actions  of  county  and  township  boards  of  equalization  and  to  make 
such  orders  as  in  its  judgment  are  just  and  proper. 

To  hear  appeals  by  taxpayers  from  the  levy  or  levies  of  any  tax- 
ing district,  except  levies  authorized  by  a  vote  of  the  people  of  the 
district,  and  to  affirm  or  decrease  the  complained-of  levy  or  levies. 

To  assess  the  operating  property  of  all  railroad  companies  and 
the  property  of  all  telegraph  companies  within  the  state. 

To  function  as  a  state  board  of  equalization. 

To  take  charge  of  and  superintend  the  enforcement  of  the  direct 
and  collateral  inheritance  law  and  the  collection  of  taxes  provided 
for  therein. 

To  investigate  the  tax  laws  of  this  and  other  states,  and  the  pos- 
sible taxable  resources  of  this  state  for  the  purpose  of  recommend- 
ing to  the  legislature  methods  by  which  a  more  just  and  equitable 
system  of  taxation  may  be  developed. 

Prior  to  the  passage  of  the  1925  law  the  locally  elected  tax  offi- 
cials functioned  generally  as  independent  units.  There  was  no 
agency  through  which  coordination  of  their  efforts  might  be  en- 
forced, and  each  official  moved  to  the  solution  of  his  individual 
problems  with  but  little  regard  to  the  effect  upon  others  or  upon 
the  situation  as  a  whole.  Now,  through  the  operation  of  this  law 
each  officer  is  coming  to  understand  the  relation  his  office  and 
activities  bear  to  the  entire  tax  system,  and  these  separate  units  are 
being  assembled  into  one  functioning  machine.  Through  annual 
conventions  of  the  county  assessors  and  frequent  meetings  of  the 
tax  commissioners  with  these  officials,  gradually  but  certainly  the 
heretofore  widely  divergent  administrative  conceptions  and  methods 
are  being  reconciled.  The  assessments  are  becoming  better  bal- 
anced within  the  counties,  between  the  counties  and  throughout  the 
state. 
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Railroad  Assessments 

The  state  statute  provides  that,  "  The  tax  commission  shall  make 
an  annual  assessment  of  the  operating  property  of  all  railroad 
companies  *  *  *  within  the  state  for  the  purpose  of  levying  and 
collecting  taxes  thereon  for  state,  county  and  other  purposes." 
The  word  "  railroad  "  is  declared  to  include  "  every  kind  of  street 
railway,  suburban  railroad,  or  interurban  railroad,"  and  the  term 
"  operating  property "  to  include  "'  all  franchises,  rights-of-way, 
road  beds,  tracks,  terminals,  rolling-stock  equipment  and  all  other 
real  and  personal  property  of  such  company,  used  or  employed  in 
the  operation  of  the  railroad  or  in  conducting  its  business." 

The  primary  values  of  railroad  operating  property  are  determined 
as  of  the  same  date,  on  the  same  basis  and  in  like  manner,  as  near 
as  may  be,  as  that  of  general  property  within  the  state,  and  when 
spread  upon  the  Tax  Commission's  assessment  rolls,  constitute  the 
assessments  of  such  companies  subject  to  revision  and  correction 
by  the  state  board  of  equalization. 

The  subsequent  procedure  is  as  follows :  The  state  board  of 
equalization  reviews  and  affirms  or  corrects  the  assessments  as  made 
by  the  tax  commission,  thus  fixing  the  assessed  primary  valuations. 

It  allocates  to  each  railroad  county  its  portion  of  the  primary 
valuation  of  the  railroad  upon  a  mileage  basis,  in  the  proportion 
that  the  length  of  line  of  the  affected  railroad  within  the  county 
bears  to  the  entire  length  of  line  within  the  state.  It  then  deter- 
mines the  average  percentage  or  ratio  of  assessed  to  the  true  and 
full  value  of  general  property  in  the  assessments  of  the  respective 
counties  for  the  current  year.  It  applies  the  general  property 
county  ratios  of  such  counties  to  their  allocated  primary  railroad 
values  and  certifies  the  resulting  equalized  and  taxable  values. 

The  Northern  Pacific  Railway  Company,  the  Chicago,  ^lilwaukee 
and  St.  Paul  Railway  Company,  and  the  Spokane,  Portland  and 
Seattle  Railway  Company  have  instituted  suits  in  the  United  States 
courts  seeking  reductions  of  their  assessed  valuations  for  the  years 
1924,  1925  and  1926,  each  claiming  over-assessments  through  alleged 
excessive  primary  valuations  and  county  ratios.  These  suits  in- 
volve several  million  dollars  in  taxes  levied  for  the  three  years. 
Hearings  thereon  during  a  period  of  more  than  one  year  last  past, 
with  brief  adjournments,  have  been  held  in  many  of  the  counties 
of  the  state  before  a  master  in  chancery  appointed  by  the  federal 
court,  and  much  oral  testimony  and  documentary  evidence  has  been 
offered  and  received.  Issues  are  being  tried  and  precedents  estab- 
lished which  will  have  an  important  bearing  upon  future  railroad 
valuations,  for  purposes  of  taxation,  throughout  the  United  States. 
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Bank  Taxation 

Washington  is  one  of  the  many  states  in  which  the  taxation  of 
national  and  state  banks  presents  some  of  the  most  perplexing  prob- 
lems with  which  taxing  officials  have  ever  been  confronted. 

Our  state  statute  governing  the  assessment  of  banks  reads  in  part 
as  follows : 

'■  All  shares  of  stock  in  a  bank,  whether  of  issue  or  not, 
existing  by  authority  of  the  United  States  or  of  the  state,  and 
located  within  the  state,  shall  be  assessed  to  the  respective 
owners  thereof  in  the  city,  town,  or  other  taxing  district  where 
such  bank  is  located,  *  *  *  at  fifty  per  cent  of  their  true  and 
fair  value  in  money  on  the  first  day  of  March  in  each  year,  first 
deducting  therefrom  the  proportionate  part  of  the  assessed 
value  of  the  real  property  belonging  to  the  bank  kss  any  in- 
cumbrance thereon." 

National  banks  are  agencies  of  the  United  States,  taxable  only 
as  Congress  permits.  This  permission  is  now  accorded  through 
the  provisions  of  Section  5219,  U.  S.  Revised  Statutes,  which  fur- 
nishes four  alternative  exclusive  methods;  to-wit:  (1)  Taxation  of 
the  shares  of  stock.  (2)  Taxation  of  their  dividends  as  personal 
income.  (3)  Taxation  of  the  bank  on  net  income,  and  (4)  Taxa- 
tion of  the  bank  measured  by  net  income. 

The  taxation  of  national  banks  in  Washington,  under  its  general 
property  tax  system,  is  apparently  limited  to  method  (1)  of  this 
statute. 

Ihe  federal  statutory  restriction  of  state  taxing  power  through 
this  method  is  as  follows : 

■*  In  the  case  of  a  tax  on  said  shares  the  tax  imposed  shall 
not  be  at  a  greater  rate  than  is  assessed  upon  other  moneyed 
capital  in  the  hands  of  individual  citizens  of  such  state  coming 
into  competition  with  the  business  of  national  banks:  Provided, 
That  bonds,  notes  or  other  evidences  of  indebtedness  in  the 
hands  of  individual  citizens  not  employed  or  engaged  in  the 
banking  or  investment  business  and  representing  merely  per- 
sonal investments  not  made  in  competition  with  such  business, 
shall  not  be  deemed  moneyed  capital  within  the  meaning  of 
this  section." 

The  supreme  court  of  the  United  States  in  several  recent  de- 
cisions, notably  those  of  the  Minnesota  and  Wisconsin  bank  cases, 
has  defined  "  other  moneyed  capital  "  in  no  uncertain  language. 
As  so  interpreted,  the  taxation  of  shares  of  national  bank  stock  in 
this  state  as  prescribed  by  its  laws,  is  no  less  vulnerable  to  attack 
than  the  taxation  of  national  bank  stock  in  any  other  state  of  the 
Union.  Most  of  the  states  whose  national  bank-stock  assessments 
have   been   nullified,   have   taxed   and   do  tax   competing  moneyed 
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capital,  but  at  a  lower  rate  than  that  imposed  upon  national  bank 
stock.  Washington  has  neither  taxed  nor  attempted  to  tax  either 
competitive  or  non-competitive  moneyed  capital  since  the  enact- 
ment of  Chapter  146  of  the  Laws  of  1907,  which  incorporated  in 
the  statute  defining  personal  property,  the  provisory  clause  elimi- 
nating from  the  property  domain  for  taxation  purposes  practically 
all  species  of  intangibles. 

The  enactment  of  this  provisory  clause  evidenced  legislative 
recognition  of  the  vice  attending  the  general  property-tax  require- 
ment of  the  universal  taxation  of  property  and  credits  at  a  uniform 
rate,  and  its  attempted  eradication  through  the  indirect  exemption 
from  taxation  of  property  the  specific  exemption  of  which  is  con- 
stitutionally prohibited. 

The  non-taxation  in  Washington  of  intangible  property,  other 
than  bank  stock,  a  condition  continuously  obtaining  since  1907, 
constitutes  the  alleged  competing  moneyed  capital  discrimination, 
which  national  banks  of  the  state  now  claim  has  invalidated  past 
assessments  of  their  shares  of  capital  stock.  With  but  few  excep- 
tions, these  banks  have  either  refused  to  pay  taxes  levied  upon 
their  stock  during  the  years  1926  and  1927,  or  have  paid  such  taxes 
under  protest.  Many  of  them  have  instituted  actions  in  the  federal 
and  state  courts  for  the  cancellation  of  taxes  levied  and  for  the 
refundment  of  taxes  paid.     These  cases  are  now  pending. 

The  bank-tax  situation  is  a  matter  of  deep  concern  to  the  general 
taxpayers,  the  bankers  and  the  taxing  officials  of  the  state.  The 
national  banks,  though  regulated  by  and  wathin  the  letter  of  the 
law,  instrumentalities  of  the  federal  government,  are  in  effect  cor- 
porations of  the  state,  organized  and  conducting  business  therein 
for  the  profit  of  their  shareholders.  They  are  recipients  of  the 
protection  and  benefits  of  state  and  local  government,  and  should 
be  participants  in  payment  of  the  cost  of  such  government.  The 
discrimination  of  which  they  complain,  the  non-taxation  in  Wash- 
ington of  other  property,  is  not  peculiar  to  national  banks,  but 
operates  with  like  effect  upon  the  share-holders  of  state  banks  and 
other  taxpayers  of  the  state  to  whom  the  refuge  of  the  federal 
statute  is  not  available. 

It  is  but  fair  to  the  national  banks  of  Washington  to  say  that  they 
disclaim  any  intent  to  escape  or  evade  taxation  and  express  not  only 
their  willingness  but  desire  to  bear  their  equitable  share  of  the  tax 
burden.  These  expressions  are  accompanied,  however,  by  the  claim 
that  they  are  now  illegally  and  inequitably  taxed,  the  demand  that 
they  be  taxed  according  to  law,  and  litigation  threatening  serious 
revenue  losses  to  the  various  taxing  districts  of  the  state. 

To  the  end  that  such  revenues  may  be  preserved,  and  both  national 
and  state  banks  legally  and  equitably  taxed,  the  Tax  Commission 
invites  the  cooperation  of  the  bankers  of  the  state. 
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Timber 

The  great  stands  of  virgin  timber,  fir,  cedar,  spruce,  pine  and 
hemlock,  in  Washington,  are  among  the  major  assets  of  the  state 
and  have  immeasurable  potential  value  if  permitted  natural  growth 
and  development. 

The  tax  demands  of  the  general  property  tax  system  during  the 
growing  period  preceding  the  harvest  of  this  crop,  which  requires 
fifty  years  or  more  to  mature,  makes  its  continued  ownership  eco- 
nomically hazardous. 

Due  largely  to  these  tax  exactions  timber  lands  are  being  too 
rapidly  denuded  and  the  decreasing  tax  revenues  from  this  source 
give  definite  indication  of  approaching  a  vanishing  point. 

The  ascertainment  of  a  method  of  taxation,  which  will  conserve 
growing  timber,  promote  reforestation,  and  provide  fair,  reasonable 
and  continuing  tax  revenues,  presents  to  timber  owners  and  taxing 
ofiicials  a  problem  unsolvable  under  existing  constitutional  and 
statutory  laws. 

Exempt  Property. 

The  constitution  of  this  state  specifically  exempts  from  taxation 
the  property  of  the  United  States,  the  state,  counties,  school  districts 
and  other  municipal  corporations,  and  as  construed  by  our  supreme 
court  confers  upon  the  legislature  authority  to  exempt  other  public 
property  and  property  characterized  as  quasi-public,  such  as  that 
of  "  charitable  institutions,  public  libraries,  cemeteries  and  a  similar 
class  of  properties." 

In  Washington  an  extraordinary  amount  of  exempt  property  is 
owned  by  the  nation,  the  state,  counties,  cities  and  other  taxing 
units.  Governmental  activities,  the  policy  of  conservation  and  that 
of  establishing  for  future  uses  properties  designed  for  increased 
population,  has  resulted  in  an  aggregate  of  exempt  property  pro- 
portioned to  a  state  possessing  far  greater  taxable  wealth  than 
Washington. 

Our  experience  here  is  similar  to  that  reported  by  other  states. 
The  exemption  of  property,  by  narrowing  the  tax  base,  has  raised 
the  tax  burden  upon  taxed  property  to  the  point  of  menace,  and 
until  such  time  as  property  and  wealth  shall  provide  a  broader  tax 
foundation,  the  extension  of  the  rights  and  privileges  of  exemp- 
tion must  be  watched  with  utmost  vigilance. 

Revenues  and  Expenditures 

Some  definite  information  regarding  the  amount  of  taxes  raised 
in  Washington  through  the  general  property  tax  and  the  purposes 
for  which  these  revenues  are  expended,  may  be  conveyed  through 
the  following  data: 

The  assessed  valuation  of  all  taxable  property  in  the  state  evi- 
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denced  by  the  1927  county-tax  rolls  aggregated  $1,213,974,060. 
Upon  this  valuation  and  its  component  parts  direct  taxes  in  the 
total  sum  of  $73,819,349.81  were  levied  by  the  taxing  units  of  the 
state.  The  following  table  shows  the  ftmctional  distribution  of 
such  taxes  as  levied,  in  dollars  and  percentages.  For  comparative 
purposes  the  figures  for  the  year  1912  are  also  shown. 

1912  1927 

Amount  Per  cent  Amount           Per  cent 

Education   $11,409,461.51  36.56  $33,419,165.85  45-27 

Roads    6,248,340.57  20.02  8,917,074.91  12.08 

Cities  and  towns....      7,107,215.07  22.78  I7.337oio.9i  23.49 

State    1,356,210.89  4.35  3,403,402.35  4.61 

Counties    5,083,592.44  16.29  10,742,195.79  14.55 

$31,204,820.48       100.00  $73,819,349.81        100.00 

Revenues,  other  than  those  derived  from  the  general  property  tax 
are,  of  course,  received  by  the  state  and  its  various  taxing  units. 
The  state's  principal  sources  are  automobile  and  other  licenses,  in- 
heritance taxes  and  the  gasoline  tax. 

The  total  state  taxes  for  all  purposes  and  funds,  as  levied  by  the 
1927  state  board  of  equalization,  were  distributed  as  follows : 

Amount       Per  cent  Amount       Per  cent 

State  schools   $7,052,711  51.14 

Higher  education   3,456,125  25.05 

Total  education   $10,508,836  76.19 

General  state  government 1,520,112  11.02 

Veterans'  Compensation  fund..  1,216,089  8.82 

Capitol  building  fund   304.022  2.21 

Military   fund    243,218  1.76 

Total $13,792,277        100.00 

Constitutional  Amendment 

The  vital  problem  facing  the  taxpayers  of  this  state  is  that  of 
determining  and  effectuating  the  best  method  by  which  future  rev- 
enue requirements  may  be  met.  Even  under  the  wisest  laws,  and 
the  most  efficient  administration,  the  ideal  of  exactly  equitable  dis- 
tribution of  the  tax  burden  is  unattainable.  Under  our  present 
constitutionally-directed  tax  system,  this  ideal  is  not  even  reason- 
ably approachable.  The  power  of  taxation  is  inherently  a  legisla- 
tive power.  Whether  or  not  the  Washington  legislature  will  be 
entrusted  with  or  continue  to  be  divested  of  that  power,  is  de- 
pendent upon  the  will  of  the  voters  of  this  state.  At  the  coming 
November  election  there  will  be  submitted  to  the  electors  a  proposed 
constitutional  amendment  the  text  of  which  follows: 
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"  Section  1.  That  ut  the  general  election  to  be  held  in  this 
state  on  the  Tuesday  next  succeeding  the  first  Monday  in  No- 
vember, 1928,  there  shall  be  submitted  to  the  qualified  electors 
of  this  state  for  their  adoption  and  approval  an  amendment  to 
Article  VII  of  the  Constitution  of  the  State  of  Washington,  by 
striking  from  said  Article  VII  all  of  Sections  1,  2,  3  and  4. 
and  inserting  in  lieu  thereof  the  following  to  be  known  as 
section  1 : 

"  Section  1.  The  power  of  taxation  shall  never  be  sus- 
pended, surrendered  or  contracted  away.  All  taxes  shall  be 
uniform  upon  the  same  class  of  property  and  shall  be  levied 
and  collected  for  public  purposes  only:  Provided,  That  the 
property  of  the  United  States  and  of  the  state,  counties,  school 
districts  and  other  municipal  corporations,  and  such  other  prop- 
erty as  the  legislature  may  by  general  laws  provide,  shall  be 
exempt  from  taxation:  An<i  provided  further,  That  the  legisla- 
ture shall  have  power,  by  appropriate  legislation,  to  exempt 
personal  property  to  the  amount  of  Three  Hundred  Dollars 
($300.00)  for  each  head  of  a  family  liable  to  assessment  and 
taxation  under  the  provisions  of  the  laws  of  this  state  of  which 
the  individual  is  the  actual  bona  fide  owner." 

In  its  essentials,  this  is  the  constitutional  provision  on  taxation 
recommended  by  the  National  Tax  Association,  and  incorporated  in 
the  constitutions  of  many  states.  Of  it,  the  Washington  Tax  In- 
vestigation Committee  appointed  by  the  governor  under  the  Legis- 
lative Act  of  1921  said : 

'■  Such  a  section  provides  the  necessary  constitutional  safe- 
guard against  unjust  taxation  and  against  the  improper  use  of 
the  taxing  power,  while  it  leaves  to  the  legislature  the  full  re- 
sponsibility for  the  actual  form  of  the  taxation  system,  with 
complete  freedom  to  change,  adjust  and  adapt  this  form  as 
changing  conditions  may  require." 

What,  then,  is  the  tax  situation  in  Washington  ?  In  general 
terms,  it  is  this  : 

The  taxpayers  of  the  state  are  furnishing  revenues  sufficient  to 
meet  governmental  expenses  through  the  medium  of  an  antiquated, 
unsound  and  inequitable  tax  system. 

The  tax  ofiicials  of  the  state  are  striving  to  adapt  conditions  to 
that  system  so  that  the  best  possible  adjusted  tax  burden  will  flow 
therefrom.  They  are  attempting  to  develop  just  laws  and  improve 
administrative  procedure.  They  are  endeavoring  to  promote  among 
the  people  a  greater  interest  in  and  a  better  understanding  of  the 
science  and  practice  of  taxation. 

Chairman  Arney  :  Mr.  Chase,  I  want  to  express  the  very  sin- 
cere appreciation  for  the  splendid  paper  you  have  read  and  for  the 
explanation  of  the  Washington  tax  system.     I  think  it  is  quite  ap- 
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parent  to  us  all  that  Washington  has  some  tax  problems.  Those  of 
us  who  live  here  sometimes  feel  that  ours  are  the  only  problems; 
and  yet,  when  we  look  around,  we  realize  that  there  are  other  states 
that  have  problems. 

I  was  under  some  sort  of  a  disadvantage  regarding  ]\Ir.  Chase, 
he  being  a  fellow  resident  of  Washington,  in  regard  to  the  time  of 
his  paper.  All  papers  are  limited  to  twenty  minutes,  and  I  hope  the 
speakers  will  strictly  observe  that  injunction. 

The  next  speaker  on  our  program  comes  from  our  neighbor  state, 
Oregon.  Oregon  has,  probably,  had  as  stormy  and  as  difficult  prob- 
lems on  taxation  as  any  state  in  the  United  States.  It  has  been 
struggling  for  years  seeking  to  solve  tax  problems,  and  no  small 
contribution  to  the  solution  of  that  problem  in  Oregon  has  been 
made  by  our  next  speaker. 

It  gives  me  great  pleasure  to  present  to  you  Honorable  Earl  L. 
Fisher,  State  Tax  Commissioner  of  the  State  of  Oregon. 

Earl  L.  Fisher  (Oregon)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men :  I  find  my  state  represented  on  the  program  with  six  numbers. 
I  don't  know  whether  it  is  the  climate  or  the  scenery ;  but,  a  letter 
from  Mr.  Holcomb  insists  that  the  reason  for  this  liberal  represen- 
tation is  purely  geographical. 

At  any  rate,  the  more  interesting  features  of  the  Oregon  field  will 
be  covered  by  able  speakers,  so  my  paper  deals  with  the  situation  in 
only  a  very  general  way  and  has  merely  the  significance  of  the 
customary  preliminary  events. 

At  the  threshold  I  might  say  that  Oregon  ranks  ninth  among  the 
states  in  area,  fifth  in  wealth  per  capita,  twenty-seventh  in  total 
wealth,  twenty-seventh  in  total  state  and  local  tax  collections,  and 
ninth  in  educational  ranking,  according  to  Phillips'  Index,  eighteenth 
in  highway  construction,  and  thirty-fourth  in  population.  In  size 
she  is  twice  as  large  as  the  state  of  New  York,  but  her  population 
of  less  than  one  million  would  make  only  a  respectable  suburb  for 
the  world's  greatest  city. 

THE  SITUATION  IN  OREGON 

EARL    L.    FISHER 

The  story  of  taxation  in  Oregon,  as  in  most  states,  is  largely  a 
history  of  the  general  property  tax.  That  method  of  taxation  came 
definitely  into  operation  in  Oregon  by  order  of  Congress  in  1849 
and  was  continued  by  the  constitutional  convention  when  the  State 
was  admitted  to  the  Union  ten  years  later.  With  frontier  wealth 
and  pioneer  honesty,  it  afforded  a  reasonable  distribution  of  the 
humble  public  expense,  but  as  business  developed  and  expanded,  as 
the  requirements  of  government  became  more  burdensome,  the  sys- 
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tern  declined  as  a  measure  of  equity  and  the  dissatisfaction'  which 
soon  arose,  increased  in  rapid  pace  with  the  growth  of  the  State. 

As  early  as  1872  a  governor's  message  called  attention  to  the  un- 
fair distribution  of  state  taxes  resulting  from  the  inequalities  of 
county  assessments.  The  injustice  was  again  stressed  in  1885  by 
Oregon's  first  tax  investigating  commission.  Low  valuations  meant 
low  state  tax.  The  situation  invited  a  scramble  for  under-assess- 
nient  and  the  wilful  disregard  for  the  law,  which  followed,  seriously 
deranged  the  burden  of  taxation.  Startling  violations  of  uniform- 
ity, between  classes  and  between  individuals,  w^ere  evident  every- 
where but  particularly  in  the  assessment  of  inter-county  utilities 
where  the  wide  range  of  judgment  was  more  readily  detected  and 
more  freely  criticized. 

True  to  form,  the  wheels  of  Justice  turned  slowly.  It  was  not 
until  the  creation  of  the  State  Tax  Commission  in  1909,  after  more 
than  thirty  years  of  agitation,  that  relief  was  gained  from  these 
outstanding  abuses — the  apportionment  of  state  tax  and  the  assess- 
ment of  public  service  property. 

The  commission  was  authorized  to  determine  the  ratio  of  assessed 
to  true  cash  value  of  the  taxable  property  in  each  of  the  counties  of 
the  State  and,  by  application  of  the  ratios,  to  hypothetically  equalize 
the  total  assessed  values  to  the  end  that  each  county  pay  that  per- 
centage of  the  total  amount  of  state  tax  which  the  actual  value  of 
its  taxable  property  bears  to  the  actual  value  of  the  taxable  property 
of  the  State.  This  removed  any  local  advantage  from  under- 
valuation as  far  as  states  taxes  are  concerned.  In  five  years  the 
assessed  value  of  the  State  increased  from  $598,000,000  to  $954, 
000.000. 

The  Legislature  followed  practical  ideas  in  outlining  the  pro- 
cedure for  the  assessment  of  public  utilities  under  the  new  com- 
mission. Ample  provision  is  made  for  procuring  reliable  and  intel- 
ligent information  upon  which  the  required  true  cash  value  is  to  be 
determined  and  the  utilities  are  protected  from  local  discrimination 
as  only  such  part  of  the  true  cash  value  is  apportioned  to  the  coun- 
ties, for  entry  upon  the  county  assessment  rolls,  as  conforms  to  the 
general  standard  of  undervaluation  in  the  county,  or  counties,  in 
which  the  property  of  the  utility  lies.  The  commission  was  given 
no  control  over  local  assessments  and  its  powers  and  duties  remain 
much  the  same  as  originally  drafted. 

All  taxable  property  other  than  public  service  property  is  assessed 
by  the  county  assessors,  each  selected  for  a  term  of  four  years,  and 
it  is  upon  the  judgment  of  those  important  officials,  diligently  labor- 
ing with  obsolete  and  limited  facilities,  that  the  bulk  of  the  respon- 
sibility rests.  Assessments  are  made  annually,  based  on  March  1st. 
The  law  requires  true  cash  value  but  the  county  valuations  scatter 
-well  below  the  statutory  mark,  ranging  from  42%  to  87%  and  aver- 
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aging  about  607o  for  the  State  according  to  the  findings  of  the  State 
Tax  Commisson.  Levies  for  state,  county  and  local  purposes  are 
made  in  dollars  and  cents,  the  millage  rates  computed  by  the  asses- 
sors, and  the  taxes,  extended  upon  the  one  roll,  are  payable  in  two 
installments,  on  or  before  'May  5th  and  November  5th  of  the  year 
following.  County  equalization  boards  convene  in  September  of 
assessment  year  but  the  functions  of  these  boards  are  so  limited 
that,  with  few  exceptions,  the  work  of  the  assessor  is  final. 

Oregon  has  been  referred  to  as  freakish  in  her  revenue  laws  and 
extravagant  in  her  public  expenditures.  Neither  of  these  refer- 
ences are  supported  by  facts.  They  are  by-products  of  local  zeal  in 
supporting  or  opposing  proposed  tax  measures  and  were  intended 
only  for  local  consumption.  Few  states  have  been  more  reluctant 
or  conservative  in  adopting  new  or  freak  revenue  bills.  Some 
twenty  years  ago  the  single-tax  idea  was  shipped  into  the  State  by 
an  Eastern  soap  manufacturer  but  it  found  a  poor  field  for  experi- 
ment, being  defeated  the  last  two  times,  in  1916  and  1922,  by  nearly 
four  to  one. 

Comparatively,  Oregon  taxes  are  about  the  average.  iVmong  the 
states  she  ranks  twenty-seventh  in  total  wealth  and  twenty-seventh 
in  state  and  local  tax  collections.  The  fact  that  her  educational  and 
highway  ratings,  representing  70%  of  the  cost  of  government,  are 
far  above  the  average  speaks  well  for  the  financing  of  the  public 
affairs  of  a  state  so  sparsely  settled. 

The  average  increase  in  Oregon  property  taxes  in  the  last  twenty 
years  has  been  about  10%  a  year,  a  large  portion  of  which  has  been 
due  to  levies  for  special  purposes  authorized  by  the  people.  Of  the 
total  cost  of  state  and  local  government  for  1928,  aggregating 
around  $65,000,000,  $50,000,000,  or  nearly  80%,  is  derived  directly 
from  property.  Of  the  $50,000,000  derived  from  property,  90%^  is 
raised  from  real  estate  and  public  utilities.  Motor  vehicles  supply 
Oregon's  next  largest  source  of  revenue.  License  fees  of  $15  to 
$97,  based  on  weight  and  in  lieu  of  ad-valorem  taxes,  and  a  three- 
cent  gasoline  tax,  both  administered  by  the  Secretary  of  State,  will 
yield  this  year  around  $11,000,000,  all  for  the  benefit  of  highways. 
The  scheme  has  proven  to  be  a  practical  and  successful  means  of 
meeting  the  demands  of  the  automobile.  It  is  designed  to  retire  the 
state  highway  bonds  of  $34,000,000  within  the  next  twenty-two 
j^ears,  provide  for  maintenance  and  allow  about  $3,000,000  annually 
for  new  construction.  Oregon  was  the  first  state  to  impose  a  gaso- 
line sales  tax. 

Oregon  expenditures  appear  to  be  safely  within  the  needs  of 
modern  government.  There  is  no  glaring  evidence  of  the  misuse 
of  public  funds.  Nevertheless,  there  is  a  rapidly  growing  dissatis- 
faction and  a  vigorous  clamor  for  tax  relief.  The  agitation  is  not 
due  to  a  shrinkage  of  spending  power.     Never  before  have  the 
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people  indulged  so  freely  in  amusements  and  luxuries.  The  mere 
depreciation  on  our  automobiles,  on  a  20%  basis,  amounts  to  as 
much  as  our  total  property  taxes,  yet  we  hear  no  complaint  about 
that.  It  is  not  the  expense  of  government  nor  the  lack  of  money — 
the  trouble  lies  in  the  distribution  of  the  expense  under  a  crippled 
system,  hamstrung  by  exemptions  and  strangled  by  practice.  . 

We  have  strayed  so  far  from  the  original  theory  of  the  general 
property  tax  that  our  tax  rolls  today,  representing  only  a  fourth  of 
the  voters  and  half  the  families  of  the  State,  reflect  an  entirely 
false  standard  of  tax-paying  ability  in  so  far  as  either  wealth,  in- 
come or  benefits  are  measured. 

In  addition  to  the  exemptions  of  the  Federal,  State  and  municipal 
holdings  and  the  usual  religious,  charitable  and  literary  property, 
Oregon,  in  1912,  exempted  all  household  goods,  jewelry  and  wear- 
ing apparel  in  actual  use.  In  1919  motor  vehicles  were  excused 
from  the  tax  rolls  to  assist  in  the  highway  program,  and  in  the  same 
year  all  notes  secured  by  recorded  mortgages  on  real  property  were 
added  to  the  free  list.    Oregon  road  bonds  were  relieved  in  1921. 

Other  forms  of  securities  and  money,  not  favored  by  exemption, 
are  assessable  under  the  Oregon  law  at  true  cash  value  but  the 
assessors,  realizing  that  the  tax  upon  such  fickle  wealth  falls  heavily 
upon  the  unsophisticated  and  those  of  tender  conscience,  have  ac- 
cepted the  general  practice  and  make  no  effort  to  reach  such  prop- 
erty. National  banks  sensed  the  discrimination  and  a  recent  de- 
cision of  the  District  Federal  Court  invalidated  the  tax  on  their 
shares  of  stock.  So,  Oregon's  intangible  wealth,  aggregating  more 
than  a  billion  dollars  or  an  amount  equal  to  the  assessed  value  of 
the  State,  contributes  nothing  to  the  cost  of  the  government. 

Timber  is  flinching  under  the  burden  and  there  is  a  growing 
sentiment  to  relieve  it  from  the  general  property  tax. 

Gradually,  year  by  year,  one  class  of  property  after  another  slips 
away  from  the  responsibility,  passes  its  burden  to  the  less  fortunate 
and  takes  its  place  among  the  happy  number  who  enjoy  the  services 
of  government,  like  the  sunshine,  as  a  blessing  from  Heaven.  Is  it 
any  wonder  that  the  land  owner  complains  as  he  watches  the  tax 
base  whittled  away  in  the  face  of  modern  business  expansion  and 
increased  public  demands? 

Exemptions  and  appropriations  are  of  the  same  nature  but  the 
average  citizen  looks  upon  them  in  an  entirely  different  light.  A 
few  years  ago  a  legislature,  called  upon  to  make  a  relief  appropria- 
tion of  $500,000  for  a  fire-stricken  city,  positively  refused  the  re- 
quest but  willingly  remitted  the  city's  state  tax  for  a  sufficient  num- 
ber of  years  to  make  the  desired  amount.  It  looked  different  but 
the  tax  effect  was  exactly  the  same. 

But  the  grief  of  the  land  owner  is  not  entirely  due  to  exemptions. 
He  suffers  a  gross  injustice  from  the  under-valuation  of  tangible 
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personal  property  through  the  inability  of  the  assessing  official  to 
procure  proper  information.  In  1873,  the  first  year  in  which  re- 
liable information  is  available,  personalty,  exclusive  of  public  util- 
ities, represented  more  than  50 /o  of  the  assessed  value  of  the  state 
but  in  contrast  with  its  healthy  growth  it  has  dwindled  on  the  tax 
rolls  to  19.577o  in  1907,  13.27%  in  1917  and  12.26%  in  1927.  The 
decline  in  personal  assessments  has  not  been  uniform  with  respect 
to  classes.  Some  have  found  difficulty  in  escaping  the  eye  of  the 
assessor  while  others,  of  an  illusive  nature,  have  been  able  to  exer- 
cise considerable  regulation  over  their  tax  requirements.  Business 
concerns,  competing  in  the  same  market,  are  assessed  at  widely 
varying  percentages  of  true  value.  Many  are  paying  their  full 
share;  many  are  assessed  at  only  ten  or  fifteen  per  cent  of  actual 
value  and  ofttimes  for  less  than  their  annual  net  income.  A  reliable 
check,  made  in  1924,  of  2260  business  firms  shows  that  they  were 
assessed  at  25.1%  of  their  combined  book  value  of  $254,000,000 
upon  which  they  earned  11^4%  net. 

It  has  been  estimated  that  $200,000,000  escape  the  Oregon  tax 
rolls  on  account  of  the  under-valuation  of  such  business  properties. 
That,  alone,  would  mean  the  misplacement  of  an  annual  tax  of 
$8,000,000.  In  addition  to  their  own  full  load,  other  taxpayers  are 
required  to  shoulder  that  tax  of  $8,000,000  and  they  are  obliged  to 
carry  the  tax  that  should  be  paid  by  the  vast  amount  of  intangible 
wealth  and,  furthermore,  they  must  provide  the  services  of  govern- 
ment for  the  thousands  of  able  families  which  fail  to  appear  on  the 
tax  rolls.  The  injustice  from  such  lopsided  taxation  is  further 
shown  by  the  fact  that  the  property  which  is  overloaded  with  taxes 
has  a  lesser  earning  power  than  the  property  which  escapes  wholly 
or  in  part.  The  net  earnings  from  Oregon  real  estate  is  less  than 
3%  while  the  average  income  from  the  intangible  wealth  is  better 
than  5%. 

Oregon  has  not  been  unmindful  of  the  growing  abuses  of  ad- 
valorem  taxation.  Official  tax  investigating  committees  in  1906, 
1921,  1923  and  1927  unanimously  emphasize  the  unjust  burden  upon 
real  property  and  the  failure  of  the  system  to  represent  taxable 
capacity.     The  1923  committee,  after  an  extensive  study,  said: 

"  We  have  found  abundant  support  for  the  popular  view  that 
real  estate  is  heavily  overburdened  under  the  general  property 
tax.  The  function  of  the  committee  is  not  primarily  to  find 
relief  for  any  class  of  taxpayers,  but  to  insure  justice  to  all 
classes.  The  inexorable  logic  of  the  situation,  however,  points 
to  the  conclusion  that  substantial  relief  must  be  secured  for 
real-estate  owners  before  our  tax  system  can  begin  to  approx- 
imate justice."' 

In  amending  the  constitution  in  1917  to  permit  of  classification, 
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the  official  affirmative  argument  for  the  amendment  flagrantly  por- 
trayed and  bitterly  denounced  the  iniquities  of  the  general  property 
tax.  This  amendment  was  not  planned  with  the  general  classifica- 
tion of  property  in  mind  but  for  the  purpose  of  clearing  the  way 
for  the  taxation  of  incomes  and  intangibles  as  a  partial  substitute 
for  ad-valorem  taxes. 

The  Legislature  of  1923  passed  an  income-tax  bill  which  was 
referred  to  the  people  and  carred  by  a  slight  majority.  The  effec- 
tive date  was  January  1st,  1923.  With  graduated  rates  of  1%  to  6% 
and  exemptions  of  $1,000,  $2,000  and  $400,  the  act  raised  nearly 
$3,000,000  the  first  year,  all  of  which  w^as  used  to  reduce  the  state 
tax  on  property.  But  the  measure  reached  ability  to  pay,  something 
long  forgotten,  the  wrath  of  the  gods  fell  upon  it  and  Oregon's  first 
real  effort  to  relieve  property  taxes  lacked  12,000  votes  of  surviving 
a  well  organized  and  financed  campaign  for  repeal.  The  attack 
w-as  not  directed  at  the  theory  of  income  taxation  but  at  the  alleged 
scarecrow  effect  upon  industry.  It  was  claimed,  among  other  things, 
that  $40,000,000  worth  of  industrial  property,  chiefly  sawmills,  which 
had  contemplated  entering  the  State  had  been  frightened  away  on 
account  of  this  shifting  of  7%  of  the  State's  ad-valorem  taxes  from 
property  to  income,  but  closely  following  the  election  the  bottom 
fell  out  of  the  lumber  market  and  the  break  was  then  charged  to 
over-production.  Whatever  the  effect  upon  prospective  industry, 
there  certainly  was  no  evidence  of  industry  leaving  the  State. 
Records  of  the  Corporation  Department  show^  the  number  of  cor- 
porations, domestic  and  foreign,  doing  business  in  Oregon,  in- 
creased 16%  during  the  years  1923  and  1924,  w^hich  exceeded  the 
increase  of  any  prior  two-year  period. 

The  Legislative  Assembly  of  1925  found  the  long-sought  relief 
for  real  property  as  far  away  as  ever  and,  in  addition,  the  State 
faced  a  deficit  through  the  repeal  of  the  income  tax  on  account  of 
the  loss  of  levying  power  under  the  six-percent  limitation.  That 
session  enacted  two  revenue  measures,  subject  to  the  approval  of 
the  people — a  ten-percent  excise  tax  on  all  tobacco  products  except 
cigars  and  a  tithing  bill  diverting  ten  per  cent  of  the  receipts  of  the 
self-sustaining  state  boards  to  the  general  fund  of  the  State  to  re- 
lieve the  deficit.  These  bills,  together  with  two  income-tax  pro- 
posals and  a  constitutional  amendment  prohibiting  income  and  in- 
heritance taxes  until  1940,  were  voted  upon  in  1926.  There  was  a 
decided  negative  vote  on  everything  pertaining  to  taxation.  The 
tobacco  bill  was  defeated  by  61,000,  the  tithing  bill,  which  did  not 
raise  a  dollar  of  additional  tax,  lost  by  51,000,  a  straight  income-tax 
bill  failed  by  10,000  and  an  income-tax  bill  with  property-tax  offset 
was  beaten  by  72,000.  The  constitutional  abolition  of  income  and 
inheritance  taxation  went  down  by  62,000. 

The  report  of  the  special   investigating  committee  to  the   1927 
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Legislature  included  among  its  recommendations  a  flat  five-mill  tax 
on  money  and  credits  to  be  collected  by  the  State  for  state  purposes, 
a  corporate  excess  tax  of  16  mills  and  an  equalization  bill  giving 
the  assessors  access  to  the  books  of  the  taxpayers  and  granting  the 
state  tax  commission  supervisory  and  reassessment  authority  over 
local  assessments.  The  first  two  bills  were  withdrawn  in  favor  of 
an  administration  income-tax  bill.  The  equalization  bill  passed 
both  houses  with  practically  no  opposition.  Both  acts  were  referred 
to  the  people  and  were  defeated  by  substantial  margins  at  a  special 
election  held  in  June,  1927. 

Notwithstanding  the  recommendations  of  five  official  investigating 
committees,  regardless  of  the  common  knowledge  of  tax  misplace- 
ment, in  spite  of  the  numerous  efforts  for  relief,  the  general  prop- 
erty tax  shows  no  sign  of  loosening  its  foul  hold  on  the  State  of 
Oregon.  There  has  been  a  desperate  struggle  on  the  part  of  those 
who  suffer  under  the  crushing  weight  to  free  themselves  from  a 
part  of  the  load,  but  their  critical  position,  though  recognized,  has 
been  looked  upon  with  careless  indifference.  There  is,  however,  no 
indication  that  the  demand  for  relief  has  weakened  from  the  con- 
tinued rebuffs.  Quite  the  contrary,  it  has  gained  strength  as  the 
true  conditions  are  more  generally  known  until  dissatisfaction  has 
become  a  prevalence.  For  the  sixth  time  in  six  years,  the  State  is 
voting  upon  the  question  of  income  taxation  at  the  coming  Novem- 
ber election.  Never  in  Oregon's  experience  has  the  question  of 
taxation  presented  so  serious  a  situation  as  it  does  today.  It  will 
overshadow  all  other  issues  coming  before  the  1929  Legislature. 

One  of  the  impediments  of  legislative  revision  under  the  initia- 
tive and  referendum  had  been  the  unscrupulous  play  to  the  preju- 
dice and  ignorance  of  the  voter.  Catchy  slogans,  designed  to 
embarrass  an  issue,  are  not  only  effective  in  their  purpose  but  they 
leave  an  entirely  false  impression  of  taxation  among  those  not 
familiar  with  fiscal  affairs  and  encourage  a  suspicious  disposition 
to  shtm  all  forms  of  taxes  and  tax  regulation  as  a  political  trespass 
upon  personal  rights.  The  Governor's  recent  revenue  measure, 
proposed  by  necessity  to  meet  a  growing  state  deficit,  encountered 
a  generous  use  of  the  slogan :  "  Give  the  politicians  more  money 
and  they  will  spend  it."  Much  difficulty  could  be  avoided  if  the 
energy  back  of  these  trick  slogans  could  be  utilized  to  promote  a 
broader  understanding  of  the  social  and  financial  benefits  of  gov- 
ernment, to  encourage  the  respect  and  support  of  fair  revenue  laws 
and  to  insure  the  honest  enforcement  of  such  laws. 

A  most  dangerous  menace  to  equality  in  taxation  is  the  organized 
political  propaganda,  based  upon  unsound  principles,  foisted  upon 
the  public  under  the  guise  of  reform,  but  sponsored  to  conserve  a 
special  interest  by  those  who  allow  their  sympathies  to  infringe 
upon  their  honest  judgment  of  economic  justice. 
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Another  spreading  menace  to  equity  is  the  practice  of  bidding  for 
capital  and  industry  with  tax  immunity.  The  scheme  is  illogical 
from  every  viewpoint.  It  discriminates  against  other  taxpayers  be- 
cause it  imposes  an  additional  burden  upon  them.  It  is  even  unfair 
to  those  it  would  attract  because  it  offers  no  assurance  that  the  pro- 
tection may  not  be  withdrawn  at  any  ime.  Should  such  a  false 
theory  succeed  it  could  result  only  in  a  country-wide  practice  which 
would  cut  off  or  seriously  impair  a  legitimate  source  of  revenue. 
Its  success  is  a  measure  of  its  folly.  Were  it  possible  for  the  State 
of  Oregon  to  attract  business  from  other  states  by  exemption  until 
its  entire  area  is  diverted  to  factories,  mills  and  the  homes  of  the 
employees,  who  then  w-ould  maintain  the  schools  and  roads?  Who 
would  provide  the  protection  and  confidence  which  modern  govern- 
ment affords?  The  principle  encourages  an  unsound  and  unfair 
competition  among  the  states.  It  is  an  appeal  to  evasion.  It  be- 
littles and  offends  the  integrity  of  good  citizenship. 

I  regret  that  I  cannot  present  a  more  cheerful  picture  of  the 
situation  in  my  state  but  I  surmise  that  the  condition  in  Oregon  is 
not  unlike  that  of  other  states  which  have  so  long  endured  the 
primitive  methods  of  taxation.  The  results  are  so  repugnant  to  the 
sacred  principles  of  equality  which  inspired  this  government  that  no 
loyal,  true-blooded  American  can  face  the  bold  abuse  of  those  prin- 
ciples in  the  very  support  of  that  government  without  offending  his 
mbral  pride.  There  can  be  no  logical  excuse,  from  the  standpoint 
of  public  w^elfare,  to  defend  the  property  tax  in  its  present  form 
because  it  is  obvious  that  a  system  so  fundamentally  unsound  and 
so  morally  unfair  can  never  be  a  success  nor  a  credit  to  any  state. 

Chairman  Arxey  :  I  feel  certain  that  I  express  the  feeling  of 
this  Conference  when  I  say  Mr.  Fisher  has  set  a  very  high  standard 
of  papers,  and  I  feel  that  in  the  consummation  of  the  program  we 
can  feel  assured  that  that  high  standard  will  be  lived  up  to. 

I  should  have  announced  at  the  opening  of  the  Conference  that 
following  the  papers  there  will  be  an  open-forum  discussion  in 
which  you  may  participate  and  you  may  ask  the  speakers  questions 
regarding  their  papers. 

I  am  asked  to  announce  that  Pullman  reservations  should  be  made 
by  the  delegates  at  the  earliest  possible  moment  in  order  to  secure 
the  proper  equipment.  It  is  necessary  for  the  railroads  to  arrange 
for  equipment  to  be  here,  so  if  you  will  give  your  notice  regarding 
Pullman  requirements  to  Mr.  Tobie,  at  the  registration  desk,  or 
leave  some  note  regarding  your  requirements  in  that  regard,  it  will 
be  appreciated;  and  that  should  be  done  today. 

I  do  not  think  it  is  necessary  for  me  to  tell  you  that  California 
is  one  of  the  Pacific  Coast  states.  California  seems  to  have  a  happy 
faculty  of  making  itself  known,  and  it  gives  me  extreme  pleasure 
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to  call  upon  Honorable  Ray  L.  Riley,  State  Comptroller  of  Cali- 
fornia, to  tell  us  something  of  the  California  situation  in  regard  to 
taxation — Mr.  Riley. 

Ray  L.  Riley  (California)  : 

THE  CALIFORNIA  TAX  PROBLEM 

RAY   L.    RILEY 
State  Comptroller,  California 

Californians  maintain  that  we  have  an  unusual  state,  and,  as  a 
member  of  the  California  Tax  Commission,  I  concede  that  we  have 
an  unusual  tax  problem. 

The  commission  is  confronted  with  the  usual  increased  public 
expenditures  that  are  so  destructive  of  all  tax  systems ;  the  bank 
tax  decisions  that  left  us  without  a  constitutional  method  of  taxing 
banks,  the  intangible  tax,  personal  property  tax  and  all  of  the  sup- 
plemental revenue  sources  that  are  commonly  employed  by  all  states, 
and  in  addition  thereto  a  vicious  tax  system  that  has  been  in  oper- 
ation for  the  past  eighteen  years.  It  is  the  present  system  that  pre- 
sents the  unusual  and  constitutes  our  real  problem.  Technically  it 
is  termed  separation  of  source. 

A  brief  review  of  the  history  leading  up  to  the  adoption  of  sep- 
aration of  source  is  necessary,  otherwise  it  would  be  impossible  to 
understand  why  California  accepted  an  untried  and  highly  theo- 
retical system  that  did  not  have  the  weight  of  experience  to  recom- 
mend it.  The  older  members  of  this  association  will  recall  the  dis- 
cussion that  took  place  some  eighteen  or  twenty  years  ago  over  the 
proposal  to  separate  the  source  of  income  for  state  purpose;  also, 
that  it  was  discarded  as  impractical. 

The  California  legislature  of  1906  authorized  the  creation  of  a 
legislative  tax  commission  whch  proceeded  to  investigate  the  then 
existing  system.  The  chief  complaint  at  that  time  was  the  ineffi- 
ciency of  the  personal  property  tax  and  the  ad-valorem  method  of 
taxing  corporate  property,  particularly  the  utilities. 

The  commission  was  familiar  with  the  discussion  of  the  National 
Tax  Association  over  separation  of  source ;  nevertheless  the  plan 
appeared  to  be  well  suited  to  solve  the  problem  that  confronted  them. 
Moreover,  it  promised  to  separate  the  conflicting  interests  as  well 
as  the  property  of  those  who  were  parties  to  the  controversy.  The 
plan  was  adopted  and  submitted  to  the  people  in  1908.  It  failed  to 
receive  sufficient  support.  During  the  succeeding  two  years  political 
issues  arose  that  confused  the  issue  and  it  became  a  part  of  the 
general  political  controversy. 

Strange  to  relate,  both  corporate  and  anti-corporate  interests  sup- 
ported the  new  plan  when  it  was  resubmitted  in  1910  and  it  was 
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adopted  by  the  people.  Each  interest  was  animated  by  an  entirely 
ditYerent  motive.  The  corporations  believed  it  would  stabilize  their 
tax  burden  and  centralize  assessments,  thereby  obviating  the  neces- 
sity of  conflict  with  local  county  assessors.  The  people  saw  an 
opportunity  to  be  relieved  of  state  taxes  with  the  assurance  that  the 
public  corporations  would  be  called  upon  to  pay  their  fair  share  of 
taxation,  for  the  tax  commission  had  made  a  comprehensive  investi- 
gation of  the  burden  of  taxation  upon  general  property,  and,  by  the 
adoption  of  a  formula  devised  by  themselves,  it  would  translate 
that  burden  into  a  percentage  tax  upon  gross  receipts  of  the  utility 
corporations  and  other  types  of  business  included  in  the  separation. 
Railroads  and  affiliated  car-service  corporations,  street  cars,  express 
companies,  steamboat  and  stage  lines,  telephone  and  telegraph  com- 
panies, gas  and  electric  companies,  fire  and  life  insurance  companies 
and  banks  comprised  the  original  corporations  selected  for  separa- 
tion upon  w^hich  a  gross  receipts  tax  or  other  fixed  rate  was  applied 
in  lieu  of  all  other  taxes;  the  taxes  so  received  to  be  used  for  state 
purposes  only. 

I  shall  only  attempt  to  comment  upon  the  outstanding  criticisms 
that  have  developed  as  a  result  of  separation  of  source,  arranging 
them  in  two  general  classes  as  follows : 

First,  effect  of  separation  upon  the  corporations  paying  the  lieu 
tax.  Second,  effect  upon  non-operative  property  and  the  non- 
operative  taxpayer. 

It  is  conceded  that  the  primary  rate  adopted  in  1910  of  four  per 
cent  of  the  gross  receipts  upon  utility  corporations  was  an  accept- 
able tax.  The  one  per  cent  originally  levied  upon  the  capital  stock 
surplus  and  undivided  profit  of  banks  was  always  resisted  even 
during  the  campaign  seeking  adoption  of  the  amendment.  The 
reason  for  its  acceptance  by  the  utility  corporation  is  obvious.  As 
four  per  cent  of  the  gross  receipts  closely  approximates  a  nominal 
tax  that  might  be  levied  irrespective  of  earning  capacity,  it  had  no 
relation  to  the  actual  value  of  the  utility.  In  other  words,  inequality 
of  taxation  as  between  like  corporations  was  a  minor  question  so 
long  as  the  rate  of  four  per  cent  remained  constant.  During  the 
succeeding  years  the  legislature  from  time  to  time,  as  the  state's 
financial  needs  increased,  provided  a  horizontal  raise  in  rates,  and 
in  1921  rates  increased  by  3316  per  cent. 

Corporate  resistance  to  the  increase  was  not  political  in  its  nature, 
it  was  rather  a  desperate  effort  to  minimize  the  terrific  discrimina- 
tion of  the  proposed  rates  between  the  various  classes  and  even  in 
the  same  class,  coupled  with  a  probably  greater  burden  at  that  pre- 
cise period  than  the  burden  upon  non-operative  property.  The  only 
method  provided  to  accomplish  their  attempt  to  prevent  the  increase 
was  to  secure  more  than  a  one-third  majority  of  the  legislature. 
The  legislative  battle  during  that  session  will  be  long  remembered 
in  California. 
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Immediately  upon  the  adoption  of  the  new  rates  by  the  legis- 
lature, certain  substantial  corporations  secured  injunctions  to  pre- 
vent the  state  from  the  imposition  of  the  rates.  The  litigation 
continued  for  four  years  and  finally  resulted  in  the  payment  of  the 
additional  tax.  During  the  period  of  the  litigation  the  state  was 
seriously  embarrassed  financially  as  a  result  of  the  injunctions. 

Substantial  changes  have  occurred  in  the  development  of  utility 
properties  since  1910,  and  a  gross  receipts  tax  that  accomplished 
substantial  equity  then  must  of  necessity  grossly  discriminate  now. 
The  change  in  rate  from  four  per  cent  in  1910  to  seven  per  cent  in 
1921  intensifies  that  discrimination. 

An  attempt  to  equalize  the  burden  of  taxation  as  between  those 
who  now  pay  upon  a  gross  receipts  basis  would  necessitate  as  many 
classifications  as  there  are  individual  corporations  paying  the  tax, 
an  admittedly  absurd  program  if  carried  into  effect.  It  is  probable 
that  many  utilities  are  unaware  of  the  precise  situation  or  perhaps 
they  prefer  to  suffer  known  injustices  to  those  that  may  be  imposed. 

Concretely  stated,  the  gross  receipts  tax  cannot  equalize  as  be- 
tween like  corporations  paying  the  tax,  and  it  is  not  susceptible  of 
equalization  as  between  non-operative  and  operative  property,  nor 
can  it  equalize  as  between  classes  of  utilities. 

In  discussing  the  effect  of  separation  upon  non-operative  prop- 
erty, certain  developments  not  directly  bearing  upon  the  subject 
must  have  attention. 

We  have  found  that  it  is  impossible  to  ignore  the  relative  burden 
as  between  the  utilities  and  common  property,  notwithstanding  the 
acknowledged  fact  that  utility  taxes  appear  in  the  rates  for  service 
and  in  many  instances  the  utilities  are  convenient  tax  collectors  for 
the  state. 

The  people  demand  equality  of  burden  and,  as  before  stated,  the 
present  system  does  not  contemplate  equality.  Moreover,  there  is 
no  ready  method  of  determining  equality  of  burden;  nor  is  there 
any  relation  between  the  value  of  property  taxed  and  a  tax  upon 
gross  receipts;  nor  does  the  gross-receipts  tax  relate  in  any  fashion 
to  net  income. 

Through  the  operation  of  this  system  we  have  lost  all  leadership 
in  tax  matters.  The  federal  courts  have  ruled  that  the  measure  of 
the  state  tax  was  in  substance  the  needs  of  the  state,  irrespective 
of  the  burden  on  common  property,  provided  the  rates  were  not  in 
fact  confiscatory;  therefore,  there  was  no  necessity  on  the  part  of 
the  state  to  make  comparative  studies  and  ascertain  the  burden  of 
taxation  as  between  the  two  groups  of  taxpayers. 

The  Board  of  Equalization,  which  had  formerly  officiated  as  a 
centralized  authority,  having  been  relieved  of  practically  all  its 
duties  as  a  result  of  the  separation,  there  remained  no  agency  of 
state  government  definitely  charged  or  concerned  with  state  taxes. 
Each  county  levied  an  assessment  according  to  its  local  ideas. 
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As  a  result  of  separation  of  source  we  liave  degenerated  into 
fifty-eight  independent  taxing  units  without  ability  to  make  com- 
parisons of  any  kind  or  nature.  Fortunately  counties  have,  in  the 
main,  competent  assessors  who  have  exercised  sufficient  courage 
without  centralized  authority  to  sustain  their  action,  thereby  pre- 
venting a  complete  breakdown  of  the  entire  tax  structure.  There 
are  gross  discriminations  in  local  assessments  that  cannot  well  be 
avoided  under  the  present  system,  and  I  desire  to  pay  just  tribute  to 
the  courage  and  intelligence  of  the  California  assessor  who  has 
succeeded  in  performing  his  duty  under  the  most  trying  conditions. 
If  he  had  been  less  intelligent  and  courageous  the  present  system 
would  have  been  discarded  long  ago. 

There  is  also  a  most  appalling  lack  of  decency  in  the  method  of 
separation  of  source  in  its  removing  from  local  taxation  all  utility 
property.  In  many  instances,  counties  were  severely  crippled  by 
the  removal  of  a  large  portion  of  their  taxable  assets  with  com- 
paratively minor  financial  adjustments  covering  a  short  period  of 
time  until  they  might  become  accustomed  to  their  poverty. 

During  the  years  since  1910  there  has  been  a  constant  tendency 
to  shift  added  burdens  to  the  state  in  an  effort  to  obtain  equalization 
as  between  operative  and  non-operative  property.  As  a  result,  the 
state  has  assumed  a  financial  program  that  seriously  interferes  with 
a  comprehensive  readjustment.  It  would  seem  that  the  California 
Tax  Commission  would  have  no  difficulty  in  consigning  to  the 
scrap-heap  such  an  economically  unsound  and  politically  unwise  tax 
system. 

Unfortunately  almost  insurmountable  difficulties  are  encountered, 
all  attributal)le  to  the  operation  of  the  present  system. 

For  eighteen  years  the  people  of  California  have  been  fallaciously 
educated  that  the  corporations  paid  the  state  tax  and  any  proposed 
change  must  be  submitted  to  the  people  for  constitutional  authority ; 
therefore  it  will  require  a  comprehensive  campaign  of  education, 
for  taxation,  at  best,  is  a  little-understood  subject  and  easily  dis- 
torted by  interests  that  may  be  affected. 

Business  has  adjusted  itself  to  existing  conditions  no  matter  how 
inequitable,  and  dislikes  tax  changes  unless  they  clearly  promise 
lessened  tax  responsibility.  The  trend  of  taxation  is  ever  upward 
and  there  is  little  prospect  of  stabilization.  The  problem  of  finan- 
cing state  needs  that  is  involved  in  a  new  method  is  a  political 
equation  that  cannot  be  denied. 

Administrative  authority  must  consider  the  political  eft'ect  of 
what  may  be  proposed,  and  is  entitled  to  consideration.  That  is 
particularly  true  considering  the  fact  that  the  present  .system  pro- 
vides feasts  and  famines,  and  we  are  now  in  a  feast  period  with 
ample  state  revenue  for  current  requirements  plus  a  substantial 
treasury  surplus. 
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If  the  tax  base  of  localities  is  to  be  broadened  by  a  new  system, 
some  method  of  drastic  control  over  increased  expenditures  must 
be  devised  covering  the  period  of  readjustment,  for  it  is  the  local 
taxpayer  that  is  chiefly  affected  by  the  present  system.  Otherwise, 
he  will  find  himself  precisely  in  the  situation  that  confronted  him 
in  1912,  one  year  after  separation  had  been  effected,  when  local 
rates  absorbed  all  of  the  savings  brought  about  by  the  deduction  of 
the  state  tax  from  his  tax  bill. 

Returning  property  for  local  taxation  is  not  the  simple  procedure 
that  marked  separation  and,  as  a  mental  problem,  squaring  the  circle 
will  seem  easy  to  the  commission  before  they  have  concluded  their 
present  undertaking.  If  property  be  returned  it  must  be  centrally 
assessed,  which  will  require  the  re-establishment  of  state  authority 
on  tax  matters.  An}-  new  plan  must  be  harmonious  in  its  applica- 
tion to  business  generally  and  in  line  with  constitutional  law  as 
aft'ecting  tax  measures,  for  the  courts  are  gradually  compelling  the 
states  to  adjust  their  tax  system  in  line  with  that  taxpayers'  bulwark 
of  protection,  the  fourteenth  amendment  to  the  federal  constitution. 
These  and  many  other  problems,  both  economic  and  political,  em- 
barrass the  activities  of  the  commission;  nevertheless,  speaking  for 
myself  individually,  and  in  no  sense  reflecting  the  views  of  the 
California  Tax  Commission,  it  is  my  opinion  that  when  the  com- 
mission makes  public  its  report  and  the  data  upon  which  the  report 
was  based,  amendment  one,  as  we  of  California  know  it,  will  most 
surely  be  abandoned.  What  may  be  accepted  as  its  substitute  is  in 
the  lap  of  the  gods  and  the  California  electorate. 

Chairman  Arney  :  This  splendid  picture  which  Mr.  Riley  has 
painted  of  the  California  situation  I  am  sure  is  a  most  welcome  one 
to  all  of  those  in  attendance  upon  this  Conference.  As  Mr.  Riley 
has  suggested  we  look  to  California  and  watch  the  California  ex- 
periment, those  of  us  who  are  concerned  with  this  problem,  with  a 
great  deal  of  interest,  and  I  think  it  is  only  fair  to  say  it  has  been 
an  experiment,  and  his  paper,  I  think,  justifies  that  observation. 

Now,  we  have  taken  you  from  the  Canadian  border  to  the  Mex- 
ican border  on  the  Pacific  Coast,  in  this  little  excursion  regarding 
the  tax  systems  of  our  western  states.  We  get  back  now  to  the 
middle  of  our  Pacific  Coast  states,  Oregon ;  and  the  next  speaker 
on  our  program,  if  I  gather  it  correctly  from  Mr.  Fisher's  paper,  is 
the  very  basis  and  corner-stone  of  the  tax  system  of  Oregon,  that 
is,  he  represents  that  ofiice  which  is  the  basis  and  corner-stone,  the 
Count>-  Assessor. 

It  gives  me  pleasure  to  present  to  you  Mr.  H.  H.  Welch,  the 
Assessor  of  Multnomah  County,  Oregon. 

(Gentleman  not  present) 
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Chairman  Arney  :  I  am  sure  we  all  regret  very  much  that  Mr. 
Welch  is  not  present,  but  I  hope  he  will  have  his  paper  printed  in 
the  record,  since  he  has  failed  to  send  a  copy  for  this  session. 

Henry  F.  Long  (Massachusetts)  :  Just  to  break  in  a  moment. 
I  think  many  of  us  here  at  this  Conference  have  had  some  experi- 
ences that  are  extremely  pleasant.  One  of  them  was  that  the  Gov- 
ernor of  the  State  of  Washington  was  here  last  night  to  welcome  us. 
We  have  had  governors  and  mayors  promise  us  before  and  then  fail 
to  show  up.  They,  however,  have  sent  substitutes,  which  we  felt 
were  very  excellent. 

We  have  in  addition  started  out  this  morning  with  extremely  in- 
teresting papers,  but  to  most  of  us,  there  is  a  peculiar  absence  in 
this  Conference  of  something  we  have  been  wont  to  look  forward 
to  in  the  past,  and  it  is  for  that  reason  I  am  going  to  say  these  few 
words. 

We  have  all  had  in  the  past  the  pleasure  of  seeing  Mr.  Holcomb 
at  these  Conferences,  and  the  Conference  has  grown  and  developed, 
as  has  the  National  Tax  Association,  around  the  activities  and  fore- 
sight and  ability  of  Mr.  Holcomb.  Mr.  Holcomb  had  planned  to  be 
at  this  Conference,  but  an  aunt  of  his  is  seriously  ill,  and  he  was, 
because  of  that,  obliged  to  cancel  his  reservations,  which  he  re- 
gretted very  much  to  do. 

The  Conference  is  now  well  on  the  way,  and  we  can  congratulate 
ourselves  on  having  Mr.  Query  as  a  Secretary  in  place  of  Mr.  Hol- 
comb who.  for  many  years,  served  in  that  capacity,  and  can  con- 
gratulate him  on  the  success  of  the  Conference,  as  well  as  Professor 
Lutz.  our  President,  for  the  way  the  Conference  has  started;  but  it 
seems  to  me  that  we  would  be  in  a  position,  perhaps,  of  lacking  in 
courtesy  and  good  taste  not  to  send  as  a  Conference  a  word  to  Mr. 
Holcomb  expressing  to  him  our  deep  sorrow  at  his  inability  to  be 
here,  and  to  send  him  our  felicitations;  and  I  therefore  offer  a 
motion  that  our  President  be  instructed,  on  behalf  of  this  Confer- 
ence, to  communicate  immediately  with  Mr.  Holcomb  our  sorrow 
at  his  not  being  present  with  us  here  today. 

(Motion  duly  seconded) 

Chairman  Arney  :  It  has  been  moved  and  seconded  that  a  mes- 
sage be  sent  to  Mr.  Holcomb  expressing  the  very  deep  regret  of 
the  Conference  that  he  cannot  attend  this  Conference. 

George  Vaughan  (Arkansas)  :  On  that  motion  I  wish  to  state, 
in  heartily  seconding  the  motion,  that  it  seems  almost  like  the  play 
of  Hamlet  with  Hamlet  left  out  when  Mr.  Holcomb  is  not  here  to 
help  us  in  our  deliberations.  Mr.  Holcomb  is  intensely  interested 
in  the  Tax  Association,  in  fact  if  he  were  here  he  would  begrudge 
the  few  minutes'  time  that  we  are  taking  right  now  to  do  something 
sentimental. 
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William  Mueller  (Minnesota)  :  When  this  vote  is  taken,  which 
1  know  will  be  unanimous,  I  would  like  to  suggest  it  be  taken  by 
rising  vote. 

Chairman  Arney  :  A  very  good  suggestion. 

H.  L.  LuTZ  (California)  :  I  desire  also  to  second  this  motion,  and 
to  say  that  Mr.  Long  simply  anticipated  the  intention  of  Mr.  Query 
and  myself  in  bringing  this  matter  to  the  Conference. 

I  will  be  very  pleased  to  see  that  the  telegram  is  sent. 

(Ayes  and  Noes) 

(Motion  carried) 

Chairman  Arney  :  The  Secretary  will  prepare  the  proper  mes- 
•sage,  and  it  will  be  sent  forward. 

The  meeting  is  now  open  to  discussion  of  the  papers  that  have 
"been  presented. 

In  connection  with  this  discussion  it  will  be  announced  that  no 
speaker  will  be  permitted  to  hold  the  floor  for  longer  than  five 
minutes,  and  we  ask  all  to  confine  themselves  to  the  subjects  pre- 
sented in  the  papers  and  not  to  go  outside  the  scope  of  those  papers. 

J.  A.  Wymans  (California)  :  I  merely  wanted  to  ask  the  two 
speakers  from  Washington  and  Oregon  whether  I  misunderstood  a 
serious  omission.  I  did  not  hear  them  mention  an  exemption  for 
•soldiers.  They  mentioned  all  other  kinds  of  exemptions,  but  Cali- 
fornia has  one  for  every  soldier  that  moves  into  the  state.  I  wonder 
if  Oregon  and  Washington  have  that. 

Chairman  Arney  :  Mr.  Chase,  will  you  answer  for  Washington, 
please  ? 

Samuel  H.  Chase  (Washington)  :  Washington  has  exemptions 
for  soldiers  who  happen  to  be  the  heads  of  families,  of  personal 
property  to  the  amount  of  $300.  We  exempt  personal  property  to 
the  amount  of  $300  to  all  heads  of  families. 

Mr.  Wymans  :  That  is  to  everybody. 

Samuel  H.  Chase  :  That  is  to  everybody.    No  specific  exemption. 

J.  A.  Wymans:  I  want  to  say  you  are  to  be  congratulated. 

Earl  L.  Fisher  (Oregon)  :  Oregon  has  an  exemption  of  $1000 
on  either  real  or  personal  property  for  either  the  soldiers  or  their 
unmarried  widows. 

Chairman  Arney  :  That  is  a  state-wide  exemption  ? 

Earl  L.  Fisher  (Oregon)  :  That  is  a  state- wide  exemption. 

Chairman  i\RXEY :  Does  that  answer  your  question,  Mr.  Wy- 
mans? 
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J.  A.  Wymans  (California)  :  Yes. 

Chairman  Arney:  Are  there  any  further  questions?  I  hope 
there  will  be  a  hearty  discussion  of  these  papers.  I  think  there  are 
points  of  interest  in  all  of  them.  After  the  severe  indictment  of 
the  general  property  tax,  I  think  perhaps  some  of  the  gentlemen 
might  like  to  ask  some  questions. 

We  have  moved  one  paper  on  the  program  up  to  this  session. 
Mr.  A.  C.  Rees,  Secretary  of  the  Western  States  Taxpayers  Con- 
ference, also  Secretary  of  the  Utah  Taxpayers  Association,  was 
prevented  from  attending  these  sessions.  He  has,  however,  pre- 
pared his  paper  on  "The  Function  and  Progress  of  Taxpayers  Asso- 
ciations, with  Suggestions  for  their  Organization  and  Activities." 
I  am  sure  that  is  a  subject  that  concerns  us  all,  especially  in  the 
light  of  suggestions  made  in  the  morning  papers  regarding  the 
necessity  for  the  education  of  the  taxpayer.  It  is  the  first  paper  on 
the  Friday  afternoon  session,  "  The  Function  and  Progress  of  Tax- 
payers Associations,  with  Suggestions  for  their  Organization  and 
Activities."  Mr.  C.  M.  Brown  of  Utah  will  read  the  paper.  Mr. 
Brown. 

C.  i\I.  Brown  (Utah)  :  Mr.  Rees  was  unable  to  be  with  us  this 
morning,  and  asked  me  to  present  this  paper.  On  account  of  the 
crowded  condition  of  the  program  I  do  not  intend  to  read  this 
paper  this  morning,  inasmuch  as  Mr.  Rees  has  sent  to  me  a  sufficient 
number  of  copies  of  this  paper  so  that  all  interested  may  receive  a 
copy,  and,  after  looking  it  over,  there  are  a  number  of  delegates 
from  Utah  who  would  be  pleased  to  endeavor  to  answer  any  ques- 
tion regarding  the  Utah  Taxpayers  Association.  I  therefore  do  not 
deem  it  wise  to  take  the  time  to  read  this  lengthy  paper  to  you  this 
morning.  I  will  just  say,  however,  in  passing,  that  the  Utah  Tax- 
payers Association  was  organized  some  five  years  ago,  and  we  have 
been  functioning  during  that  period.  We  have  now  in  the  state,  I 
think,  a  state-wide  interest  not  only  among  the  taxpayers,  but  we 
have  the  hearty  cooperation  of  our  executive  officers  all  the  way 
along  the  line.  We  have  been  able  to  accomplish  a  great  deal  of 
good  in  arousing  a  great  deal  of  interest  in  taxation  matters,  and 
we  have  been  enabled  to  have  the  people  generally  take  a  more 
active  interest  in  the  selection  of  our  legislative  members  and  our 
official  family  in  the  State  of  Utah. 

We,  as  stated  before,  have  been  functioning  for  five  years.  We 
feel  very  much  elated  over  the  progress  that  we  have  made,  and 
look  forward  to  a  great  deal  of  good  that  will  be  accomplished  by 
this  association. 

Now,  I  have  copies  of  this  paper,  and  I  will  be  pleased  to  present 
all  interested  with  a  copy  of  the  same.     I  thank  you. 
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THE  FU.XXTIOXS  AND  PROGRESS  OF  TAXPAYERS 

ASSOCIATIONS  WITH  SUGGESTIONS  FOR 

THEIR  ORGANIZATION  AND 

ACTIVITIES 

A.    C.    REES 
Secretary,  Western  States  Taxpaj-ers  Conference 

The  Silext  Taxpayer 

What's  everybody's  business  is  nobody's  business. 

That  is  more  than  a  truism.  It  is  exemplified  in  the  attitude  of 
the  average  citizen  toward  the  government  which  he  is  called  upon 
to  support  and  which  largely  directs  his  own  life. 

The  function  of  a  taxpayers  association  can  be  expressed  in  one 
sentence :  It  is  to  make  the  public  business  the  taxpayer's  business. 

Obviously  this  can  be  brought  about  only  by  collective,  well- 
organized  action.  The  individual,  as  such,  is  lost.  His  voice  is  not 
heard.  When  he  attempts  to  point  out  ways  and  means  of  improv- 
ing public  service  his  protestations  fall  upon  deaf  ears,  unless  he, 
in  concert  with  his  fellows,  can  win  the  w'holesome  respect  of  those 
w'ho  are  engaged  in  administering  public  affairs.  How  can  that 
respect  be  won  ? 

It  needs  little  acquaintance  with  the  history  of  public  relations  to 
know  that  the  wishes  of  the  taxpayers  are  respected  only  when  they 
are  in  a  position  to  continue  men  in  public  office  or  retire  them  to 
private  life.  That  is  the  one  argument  effective  in  gaining  the  ear 
of  the  public  official.  Our  present  political  upheaval  throughout  the 
country  provides  eloquent  proof  of  that  fact. 

If,  then,  the  function  of  the  taxpayers  association  is  to  have  gov- 
ernment conducted  in  a  way  most  suitable  to  the  taxpayer,  it  goes 
without  saying  that  the  taxpayer  must  have  a  program.  The  dif- 
ference between  a  mob  and  an  army  is  merely  the  diff'erence  between 
chaos  and  system. 

Fundamental  Requirements 

When  taxpayers  have  resolved  to  participate  actively  and  aggres- 
sively in  public  affairs,  to  acquaint  themselves  with  the  needs  of 
society,  to  determine  the  manner  in  which  public  affairs  should  be 
conducted,  then  they  are  ready  to  set  about  to  put  these  wishes  into 
practical  operation. 

The  history  of  taxpayers  associations  throughout  the  country  is  a 
rather  gloomy  one.  Numerous  tombstones  bear  evidence  of  the  last 
resting  place  of  defunct  organizations  that  started  out  with  glorious 
hopes  but  met  untimely  death.     And  why? 

Largely  because  of  the  lack  of  three  things — lack  of  correlation, 
lack  of  proper  objective,  lack  of  leadership. 
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Preliminary  Plans 

It  is  to  be  assumed  that  the  National  Tax  Association  is  interested 
to  know  what  the  successive  steps  are  in  the  formation  and  the 
continued  activities  of  a  taxpayers  association.  Let  us  present  the 
picture  as  we  see  it. 

In  the  first  place,  the  state  must  be  looked  upon  as  a  tax  unit.  A 
taxpayers  association  should  therefore  be  state- wide  in  its  scope  and 
comprehension.  Someone  (or  ones)  who  are  appreciative  of  the 
bigness  and  importance  of  the  study  of  taxation  must  be  responsible 
for  initiating  the  movement.  As  a  rule  these  are  men  who  are 
associated  with  institutions  w'ho  contribute  in  a  large  way  to  the 
upkeep  of  government.  Obviously  they  are  the  only  ones  who  are 
able  to  meet  the  demands  incident  to  the  work  of  organization. 

In  order  that  the  taxpayers'  association  may  be  representative  of 
all  classes  of  taxpayers  it  is  of  outstanding  importance  that  the 
initial  meeting  on  this  question  be  attended  by  those  who  speak  for 
all  the  diversified  taxing  interests  in  the  state.  None  should  be 
omitted  or  overlooked.  As  far  as  possible,  authorized  representa- 
tives of  state-wide  organizations  should  be  called  in  for  a  prelimi- 
nary discussion  of  this  subject.  Each  one  should  feel  and  know 
that  he  is  admitted  on  the  ground  floor  and  that  he  has  a  hand  in 
the  plan  of  organization.  The  association  representing  the  agricul- 
tural interests  of  the  state  should  have  a  representative  present;  the 
banker,  the  railroad  man,  the  dairy  man,  the  mining  man,  public 
utilities  spokesman  and  others  that  can  reflect  clearly  and  authori- 
tatively the  wishes  of  their  respective  constituents  who  are  meeting 
the  financial  needs  of  government  should  all  be  present. 

Inasmuch  as  this  whole  program  is  one  of  education  and  en- 
lightenment, caution  should  be  had  to  make  haste  slowly.  The  idea 
must  find  lodgment  in  the  minds  of  those  who  might  otherwise  be 
apprehensive  of  the  aims  and  purposes.  Any  new  plan  or  project 
in  this  day  of  intensive  organization  invites  suspicion.  For  that 
reason  the  one  selected  to  approach  these  organizations  with  the 
thought  of  winning  them  over  to  this  plan  of  collective  thinking 
and  acting  on  this  subject  should  be  a  citizen  who  enjoys  general 
confidence  and  esteem.  He  should  be  a  man  of  varied  interests — 
one  who  stands  visibly  above  the  crowd  and  whose  life  has  been 
such  as  to  inspire  confidence  and  respect. 

Initial  Meeting 

Picture,  if  you  will,  such  a  gathering — possibly  twelve  or  fifteen 
men  who  come  with  a  rich  variety  of  experiences,  each  one  with 
technical  knowledge  of  his  own  particular  line  of  endeavor,  but  all 
painfully  aware  of  the  increasing  demands  made  upon  them  for  the 
upkeep  of  government.     Sympathetic  accord  can  easily  be  reached 
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under  the  able  direction  of  the  person  just  described  who  can  point 
out  the  futility  of  class  or  sectional  action  in  a  cause  so  far-flung, 
so  widespread  and  so  diversified  as  is  the  tax  question.  He  will 
have  little  difficulty  in  promoting  the  common-sense  idea  that  the 
only  hope  for  economy  and  efficiency  in  government  lies  with  the 
united  taxpayers  who,  acting  as  a  body  under  a  common  leadership, 
will  be  able  to  cooperate  with  public  officials  as  to  bring  about  de- 
sired modifications  in  administration,  with  consequent  savings  to  the 
taxpayers. 

If  agreement  is  reached  on  this  point  and  a  spirit  of  unity  is 
manifest,  then  they  are  ready  to  proceed  to  perfect  a  state-wide 
organization.  It  should  consist  of  a  presiding  officer  to  be  known 
as  the  state  chairman  or  president,  with  possibly  one  or  two  vice- 
chairmen,  a  secretary-treasurer  and  a  general  state-wide  committee. 
This  committee  should  be  made  up  of  representatives  of  each  of  the 
organizations  that  speak  for  the  different  classes  of  taxable  property. 

Avoiding  the  Shoals 

At  this  point  warning  should  be  given  that  no  section,  no  political 
party,  no  religious  organization,  no  one  group  should  dominate  the 
state  organization.  On  the  other  hand,  all  these  different  groups 
should  be  equally  represented. 

Another  warning :  There  should  be  no  attempt  made  to  have  the 
General  Committee  composed  of  representatives  of  other  than  tax- 
ing groups.  Invasion  should  not  be  made  into  trade,  civic,  com- 
mercial or  industrial  organizations  for  the  simple  reason  that  they 
do  not  represent  a  class  of  taxable  property.  It  is  sure  to  invite 
political  intrigues,  sectional  ructions,  to  have  on  the  General  Com- 
mittee representatives  of  chambers  of  commerce,  labor  unions, 
women's  clubs  and  the  like.  If  a  woman  is  to  be  on  the  committee 
it  should  be  only  because  she  represents  a  group  of  taxpayers  who 
pay  upon  a  certain  class  of  property  and  not  because  she  is  a  club 
woman.  The  laboring  man  pays  on  his  home  and  for  that  reason  a 
representative  of  home-owners  should  represent  him.  This  is  the 
case  also  with  the  professional  man  and  others  whose  holdings  con- 
sist of  real  estate  and  personal  property. 

FiXAXCING 

With  this  organization  now  set  up  the  committee  should  make 
public  announcement  of  its  existence. 

This  general  committee  should  then  proceed  to  raise  funds  for  its 
initial  activities;  for  it  must  be  remembered  that  the  education  of 
the  masses  will  come  by  slow  degrees  and  financial  support  wall 
come  only  as  they  are  converted  to  the  thought  that  the  taxpayers 
association  is  in  the  interest  of  Mr.  Average  Taxpayer. 


64  XATIOXAL  TAX  ASSOCIATION 

Therefore  representatives  of  the  General  Committee  will  be 
obliged  to  meet  all  the  early  financial  obligations.    To  be  specific: 

If  a  fund  of  i?50,000  is  to  be  raised,  a  finance  committee  from 
among  the  General  Committee  could  apportion  that  sum.  The  rail- 
roads may  be  asked  to  raise  $10,000  of  that  amount,  the  bankers 
$10,000  and  so  on  down  the  line.  It  would  then  be  the  function  of 
the  railroad  representative  to  go  out  to  the  different  railroad  man- 
agers in  the  state  and  apportion  that  sum  among  them.  The  railroad 
representative  would  then  turn  in  his  quota  to  the  treasurer.  The 
same  action  would  be  taken  by  the  other  representatives  who  are 
asked  to  help  finance  the  aft'air. 

Defining  the  Objective 

The  constitution  and  by-laws  should  be  an  informal  one.  It 
should  consist  largely  of  an  exposition  of  the  plan  of  organization. 
The  purpose  should  be  explained  in  the  commitment  that  the  organ- 
ization is  set  up  to  bring  about  economy  and  efficiency  consistent 
with  progress  and  development. 

The  association  should  not  enter  in  upon  the  debatable  field  of 
equalization  and  assessment.  In  a  word,  it  should  confine  its  efforts 
to  a  study  of  how  the  tax  dollar  shall  be  spent  and  how  the  tax 
dollar  can  be  made  to  do  full  service.  It  is  clear  that  the  groups 
that  compose  the  General  Committee  will  not  come  to  a  unity  of  the 
faith  on  how  to  distribute  the  tax  burden.  Discussions  on  that 
troublesome,  unsolved  question  would  immediately  invite  discord 
and  disintegration.  Whatever  policies  are  had  should  be  left  to  the 
respective  groups  to  promote  in  their  own  way  in  their  own  separate 
organizations.  It  will  be  found  that  the  banker  will  have  his  own 
views  on  how  banks  should  be  assessed,  the  farmer  will  be  found 
advocating  a  certain  tax  system,  real-estate  people  will  have  another 
plan  and  public  utilities  and  railroads  will  foster  other  schemes — all 
of  course  in  their  own  interest. 

It  would  therefore  be  suicidal  for  a  taxpayers'  association,  as 
such,  intending  to  be  representative  and  hoping  to  maintain  the  con- 
tinuing cooperation  of  all  groups,  to  abandon  a  field  in  which  unity 
can  be  had  and  to  enter  in  upon  discussions  that  are  sure  to  tear 
them  asunder.  It  would  open  the  Pandora  Box  of  never-ceasing 
difficulties.  No  greater  destructive  influence  could  be  exerted  upon 
the  taxpayers'  association  than  to  yield  to  the  pressure,  urge  or 
temptation  to  include  equalization  on  its  program. 

The  Manager 

At  this  point  attention  must  be  called  to  the  manager,  or,  as  he 
may  be  called,  the  executive  secretary.  He  must  be  made  up  of  a 
combination  and  qualities  that  will  inspire  confidence  in  his  admin- 
istration.    Besides  having  a  general  knowledge  of  state  affairs  he 
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should  possess  a  genius  for  organization;  for  upon  him  is  placed  the 
chief  reliance  for  the  success  of  the  undertaking,  inasmuch  as  mem- 
bers of  the  General  Committee  are  about  their  own  private  business, 
giving  thought  to  the  tax  organization  work  only  when  called  in. 

Beginning  to  Function 

With  the  organization  completed,  and  the  objective  made  clear, 
an  early  meeting  should  be  called  between  the  members  of  the  Gen- 
eral Committee  and  the  state  officials  at  which  time  complete  imder- 
standing  should  be  had  as  to  the  purposes  of  organization  and  the 
mutual  advantages  through  the  coordination  between  the  organized 
taxpayers  and  the  men  in  public  office. 

The  next  step : 

In  most  states  it  will  be  found  that  there  is  no  budgeting  system, 
no  regular  audits,  no  standardized  methods  of  accounting.  This 
of¥ers  a  rich  field  for  fruitful  and  effective  work  by  the  taxpayers' 
association. 

Since  these  deficiencies  must  be  corrected  by  legislation  the  tax- 
payers should  set  about  to  prepare  measures  on  these  details  of  ad- 
ministration. They  should  have  sufficient  influence  with  the  Gov- 
ernor to  have  these  subjects  written  into  his  message.  Leading 
legislators  should  be  met  with  and  the  needs  for  this  legislation 
explained.  With  the  passage  of  this  legislation  the  taxpayers'  asso- 
ciation is  in  a  position  to  render  continuing  service. 

Research  Work 

In  order  to  do  this  a  technical  research  department  should  be  set 
up  within  the  taxpayers'  association.  These  experts  should  contact 
immediately  with  state  officials  and  assist  them  in  the  formation  of 
budgets  and  in  the  installation  of  an  accounting  system  that  will  be 
intelligible  to  the  taxpayer  and  will  give  added  guarantee  of  safety 
and  security  in  the  use  of  funds  for  state  purposes. 

A  sub-committee  from  the  General  Committee  of  the  taxpayers' 
association  should  be  chosen  to  confer  with  the  Governor  on  the 
preparation  of  his  budget.  Every  item  should  be  gone  over.  Pro- 
test should  be  made  against  any  proposed  expenditure  that  does  not 
represent  an  actual  need  or  that  is  not  in  line  with  good  business. 

Helpful  Agencies 

Little  time  will  elapse  before  these  effective,  constructive  efforts 
put  forth  by  the  taxpayers'  association  will  excite  public  attention 
and  win  confidence.  Newspapers  will  be  found  to  be  the  most 
powerful  ally  to  the  whole  cause.  They  must  be  cultivated.  With 
their  favorable  attitude  secured  toward  the  work,  public  sentiment 
will  be  quickly  crystalized  and  the  taxpayers'  association  will  be 
favorablv  known  in  the  households  of  the  state. 
5' 
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The  Research  Department  will  find  ample  opportunity  to  display 
its  genius  for  discovering  ways  of  effecting  savings  of  big  mag- 
nitude in  its  contacts  with  olTicials,  agencies,  commissions  and  boards 
of  state-wide  character.  It  is  difficult  to  picture  the  favorable 
psychological  effect  upon  these  state  agencies  once  they  know  that 
the  vigilant  eye  of  the  organized  taxpayers  is  constantly  upon  them. 

So  much  for  the  state  administration. 

Local  Organizations 

But,  as  President  Coolidge  has  aptly  pointed  out,  it  is  the  small 
political  subdivisions  that  are  the  chief  offenders  in  the  useless, 
unnecessary  and  ill-advised  expenditure  of  public  funds.  So  that 
even  if  the  taxpayers'  association  succeeded  in  bringing  about  the 
strictest  economy  in  the  administration  of  the  state,  as  such,  the 
larger  evil  still  remains  uncorrected.  What  about  the  counties,  the 
cities,  the  towns  and  school  districts?  They  all  must  receive  atten- 
tion. For  that  purpose  the  taxpayers'  organization  must  be  enlarged 
and  intensified. 

Patterned  after  the  state  organization,  a  committee  should  be  set 
up  in  each  county  of  the  state  representing,  too,  the  diversified  tax- 
ing interests  of  that  county.  Among  other  things,  the  appointments 
should  be  made  geographically  so  that  every  part  of  the  county  will 
be  represented  on  the  county  committee. 

This  group  should  be  organized  with  its  presiding  officials  and 
aides.  Its  function  should  be  to  look  into  county  affairs  just  as  the 
General  Committee  is  taking  care  of  the  state  expenditures.  In 
times  of  budgeting,  levying  and  proposed  bond  issues  for  the  county 
this  committee  should  be  active  and  should  take  a  definite  stand 
upon  all  such  pro])osals. 

A  sub-committee  from  the  county  committee  should  be  named 
for  each  of  the  school  districts  within  the  county.  This  committee 
should  keep  watch  on  all  the  financial  features  of  school  activities. 
They  should  meet  frequently  with  the  board  of  education  and  dis- 
cuss all  proposed  expenditures.  Inasmuch  as  school  expenditures 
have  within  recent  years  been  mounting  by  leaps  and  bounds  there 
is  no  other  field  that  offers  such  hope  for  a  program  of  savings. 
The  frequent  proposals  for  bond  issues  for  school  purposes  will  tax 
the  ingenuity  of  this  committee.  They  must  be  able  to  point  out 
how  these  needless  bond  issues  can  be  averted  and  how  a  stop  can 
be  made  to  these  increasing  expenditures. 

As  time  proceeds  the  school  man  that  has  been  disposed  to  regard 
his  province  as  sacred  and  immune  from  public  investigation  will 
gradually  capitulate  to  the  persistent  demands  for  facts  made  upon 
him  by  the  taxpayers.  This  changing  attitude  of  mind  on  the  part 
of  leading  school  men  is  one  of  the  most  refreshing  and  hopeful 
signs  that  have  come  to  capably  organized  taxpayers'  associations 
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within  the  last  two  years.  Witness  the  courageous  remarks  by  Presi- 
dent Lowell  at  the  recent  National  Teachers  Association  meeting. 
He  confesses  that  school  men  themselves  are  now  aware  of  the  im- 
portance of  introducing  efficiency  and  economy  measures  into  the 
administration  of  our  schools. 

Continuing  the  plan  of  organization: 

Under  the  county  committee  a  local  committee  should  be  set  up 
in  each  city  and  town.  This  committee  is  likewise  to  be  represen- 
tative. Inasmuch  as  most  cities  are  divided  into  factions  and 
groups,  it  is  necessary  that  each  such  aggregation  be  represented 
on  the  city  committee. 

Their  business  is  to  watch  all  operations  of  local  administrators, 
to  study  all  proposed  expenditures,  to  sit  in  all  meetings  at  which 
tax  affairs  are  being  discussed  and  in  every  other  constructive  way 
to  exert  an  influence  for  the  application  of  business  principles  in 
local  government. 

It  must  be  borne  in  mind  that  all  this  is  a  voluntary  organization. 
How  can  it  be  maintained?  How  can  the  spirit  of  cooperation  be 
continued  ? 

Tax  Publications 

There  is  so  much  loose  thinking  and  incoherent  talking  on  taxa- 
tion that  the  average  citizen  is  confused.  In  the  hope  of  correcting 
this,  a  tax  publication  should  be  issued  regularly.  Tax  facts  should 
be  presented  in  such  a  way  as  to  appeal  to  the  man  of  average  in- 
telligence. It  should  be  non-technical  in  nature.  Each  issue  should 
confine  itself  to  the  discussion  of  one  particular  phase  of  taxation 
so  that  a  definite  impression  will  be  left  with  the  reader. 

A  tax  magazine  will  prove  a  potent  factor  in  crystallizing  public 
opinion  and  educating  the  public  in  the  fundamentals  of  taxation. 
It  will  do  much  to  put  a  stop  to  the  wild  and  empty  harangues  on 
taxation  for  the  reason  that  the  audience  will  be  more  enlightened 
and  will  become  more  inquisitive  and  less  ready  to  accept  uncon- 
firmed statements. 

Membership 

As  this  process  of  education  proceeds,  opportunity  should  be  had 
for  every  taxpayer  to  become  identified  with  the  movement.  The 
price  of  his  admission  should  be  made  so  low  as  to  bring  it  within 
the  reach  of  every  taxpayer ;  it  should  be  sufficiently  high  as  not  to 
appear  ridiculous. 

Every  tax  meeting  held  should  be  the  occasion  for  the  increase 
of  memberships.  Conversion  should  be  translated  into  member- 
ships. It  is  apparent  that  with  this  financial  support  will  also  go 
moral  cooperation  which,  after  all,  is  the  end  sought  in  the  whole 
plan  of  organization.    Wherever  the  influential  taxpayers  are  mem- 
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bers  they  will  respond  to  official  call  for  cooperation — they  will  act 
as  a  unit  under  the  direction  of  properly  constituted  tax  officials. 

A  constant  campaign  for  membership  should  be  conducted.  At 
all  times  the  taxpayer  should  be  made  to  feel  that  his  action  is  not 
altruistic  but  intelligently  selfish.  He  is  lending  his  aid  to  a  cause 
that  is  benefiting  him  personally.     It  is  his  organization. 

Maintaining  Active  Cooperation 

This  rests  with  the  state  director  who  must  keep  up  his  contacts 
with  all  these  organized  bodies.  He  must  suggest  to  them  the 
nature  of  their  activities,  have  them  called  together  when  occasions 
require  and  stimulate  and  inspire  the  chairmen  in  the  counties, 
cities,  towns  and  school  districts  to  take  definite,  courageous  action 
on  all  proposed  expenditures.  Group  meetings  at  intervals  should 
be  held  with  count}^  chairmen  for  the  purpose  of  unifying  their 
activities.  County  meetings  should  be  conducted  at  which  all  the 
county  committee  and  all  the  local  subordinate  groups  should  gather 
for  the  purpose  of  scanning  the  horizon  and  mapping  out  their 
program. 

At  budgeting  time  all  the  taxpayers'  committees  should  be  en- 
gaged in  analyzing  what  is  proposed  for  expenditures  in  their  re- 
spective taxing  units  for  the  following  year.  This  is  also  the  case 
at  the  time  levies  are  being  made.  The  result  will  be  that  no  action 
will  be  taken  by  any  group  of  public  officials  in  the  absence,  or 
without  the  knowledge,  of  representatives  of  the  tax-paying  group. 

Legislation 

The  overdose  of  legislation  with  which  the  country  is  now  being 
afflicted  can  be  corrected  only  when  men  of  higher  caliber  are  will- 
ing to  accept  places  in  our  legislative  halls. 

Any  movement,  therefore,  calculated  to  put  a  stop  to  this  wild 
orgy  of  excessive  legislation  will  be  rewarded  with  reduced  expen- 
diture for  the  upkeep  of  government. 

Every  new  law  must  be  administered,  and  administraiton  costs 
money.  Every  new  board  or  commission  set  up  as  a  result  of  legis- 
lation dips  its  hands  into  the  public  treasury. 

It  should  therefore  be  the  purpose  of  the  taxpayers'  association  to 
interest  high-minded,  experienced  citizens  to  accept  places  on  the 
legislative  tickets  of  both  parties.  This  will  correct  one  of  the  be- 
setting evils  at  the  very  source,  viz.,  the  prevalence  of  incompetent, 
uninformed  law-makers. 

With  this  state-wide  organization  it  is  possible  for  the  taxpayers' 
association  to  perform  a  big  public  service.  Can  it  be  done  ?  is  the 
question.  The  answer  is :  It  is  being  done,  and  that,  too,  effectively. 
The  result  has  been  the  reduction  of  legislation  to  a  startling  de- 
gree.   The  yardstick  of  economv  and  necessity  is  applied  to  every 
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proposed  measure.  If  it  is  found  unnecessary,  if  it  is  to  promote 
selfish  interests,  if  it  is  to  make  a  new  raid  upon  the  treasury,  it  is 
discarded. 

It  must  be  remembered  that  the  state  legislature  sets  the  pace  for 
economy  throughout  the  state.  School  boards,  county  commission- 
ers, city  commissioners  and  town  boards  who  likewise  have  legis- 
lative power  will  quickly  catch  the  spirit  of  economy  if  that  note 
is  sounded  by  the  state  legislature. 

Good  men  are  a  prerequisite  to  good  legislation.  Good  legislation 
promotes  economy  and  efficiency  in  government.  In  this  field  the 
taxpayers'  association  can  w^ield  a  tremendous  influence  not  only  by 
inspiring  men  and  women  of  high  standing  to  seek  places  in  the 
legislature  but  also  by  contacting  with  the  legislators  during  the 
entire  course  of  the  session,  assisting  them  to  analyze  proposed 
legislation,  preparing  digests,  supplying  data  and  in  general  serving 
as  an  unofiicial  advisory  council  to  the  legislature. 

Clearly  such  cooperation,  if  it  is  to  be  favorably  received,  must 
be  prosecuted  with  consummate  skill  and  discretion.  But  surely  the 
beneficent  returns  justify  the  effort  and  expense.  It  is  a  duty  and 
obligation  already  too  long  deferred  and  avoided,  that  must  now  be 
assumed  by  some  representative,  non-political  organization,  such  as 
a  state  taxpayers'  association. 

Public  Reaction 

And  out  of  all  these  activities  will  come  a  growing  sense  of 
economy-mindedness ;  and  the  taxpayers'  association  will  be  looked 
upon  as  the  embodiment  of  the  public  conscience  in  financial  affairs. 

Public  officials  who  may  at  first  look  askance  at  what  might  be 
regarded  as  an  invasion  upon  their  rights  and  prerogatives  will  soon 
find  that  this  group  serves  ably  and  effectively  as  a  buffer  against 
the  constant  attempts  by  self-seeking  citizens  to  loot  the  treasury. 
To  those  who  are  constantly  clamoring  for  more  expenditures,  who 
are  petitioning  for  improvements  beyond  the  ability  of  the  people 
to  pay,  public  officials  can  consistently  say  that  these  requests  will 
be  referred  to  the  taxpayers'  organization  for  consideration.  This 
relieves  them  of  this  annoying  pressure.  This  is  more  than  a  possi- 
bility; it  is  a  reality.  It  is  working  out  in  this  identical  manner 
where  taxpayers'  associations  are  effectively  operating. 

Open  Tax  Forum 

The  West  has  made  appreciable  progress  in  this  respect.  Recog- 
nizing that  they  have  many  problems  in  common,  twelve  Western 
states  have  joined  forces  for  consideration  of  many  phases  of  taxa- 
tion. This  group  is  known  as  the  Western  States  Taxpayers  Con- 
ference. These  tax  directors  meet  annually  to  compare  experi- 
ences.    It  is   an   intensive   training   in   the   technical   questions  of 
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taxation.  No  man  leaves  empty-handed.  It  is  a  veritable  reservoir 
of  enlightenment  to  those  who  are  charged  with  the  responsibility 
of  conducting  these  state  associations. 

This  plan  commends  itself  to  other  sections  of  the  United  States 
who  likewise  have  problems  in  common  and  who  will  find  it  to  their 
advantage  to  construct  similar  forums  for  discussion  of  taxation. 

Recapitulation 

The  function  then  of  a  taxpayers'  association  is  to  assist  in  put- 
ting public  administration  on  a  business  basis  by  keeping  alive  public 
interest  on  the  part  of  the  taxpayers  and  impressing  public  officials 
with  the  fact  that  a  public  office  is  a  public  trust  and  that  those  who 
are  called  in  to  these  offices  are  still  amenable  to  the  wishes  of  their 
constituents. 

The  organization  of  taxpayers"  associations  must  be  made  thor- 
oughly representative,  must  be  skilfully  and  vigorously  conducted, 
must  avoid  the  highly  controversial  aspects  of  taxation  and  confine 
itself  to  the  one  stern  problem  of  efficiency  and  economy  in  govern- 
ment. It  must  be  as  fearless  as  it  is  intelligent;  it  must  have  before 
it  constantly  the  interests  of  all  the  people.  It  must  keep  the  people 
informed  on  the  problems  of  public  affairs.  It  must  translate  the 
interest  of  the  taxpayers  into  constructive,  helpful  action  and  co- 
operation with  public  officials.  It  must  commend  oftener  than  it 
condemns.  Its  objective  must  always  be  kept  clearly  in  mind.  It 
must  not  be  tempted  into  the  byways  that  lead  to  destruction.  Its 
greatest  security  must  be  in  its  efficiency,  its  knowledge  of  facts,  its 
ability  to  present  them  for  public  information,  and  its  strict  adher- 
ence to  a  procedure  that  is  so  eminently  sound,  constructive  and 
progressive  as  to  invite  and  maintain  the  cooperation  of  all  fair- 
minded  citizens  in  all  walks  of  life — public  or  private. 

The  Taxpayer  in  Control 

The  taxpayers'  association  is  a  complete  answer  to  the  questions : 
How  can  the  tide  of  extravagance  in  public  administration  be 
stemmed?  How  can  the  tax  dollar  be  made  to  do  full  service? 
To  lay  the  foundation  of  such  an  organization  in  any  state  is  an 
undertaking  worthy  of  the  most  sober  consideration  by  our  leading, 
most  influential  citizens.  It  will  yield  a  rich  harvest  of  tangible 
returns. 

At  last  the  taxpayer  has  found  his  voice.  It  is  amplified  through 
an  organization  of  his  own  creation.  His  puny  efforts  are  no  longer 
held  in  contempt;  for  now,  through  the  unification  of  the  taxpayer's 
strength,  he  has  found  the  recognition  that  brings  to  him  the  assur- 
ance that  his  involuntary  contribution  to  government  shall  be  limited 
to  what  sane,  business-like  administration  can  justifiably  exact.  The 
savings  which  he  thus  effects  and  which  are  now  left  with  him  he 
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can  put  into  constructive  endeavors,  add  to  his  comfort  and  well- 
being,  increase  his  resources  and  anticipate  with  pleasure  his  ad- 
vancing old  age. 

The  taxpayer,  collectively,  has  now  become  master  of  the  situa- 
tion, a  position  which  he  can  maintain  so  long  as  he  acts  wisely 
and  courageously  and  bears  constantly  in  mind  that  public  interest 
must  be  maintained  above  selfish  considerations. 

George  H.  Sullivan  (Minnesota)  :  I  would  like,  with  the  per- 
mission of  the  chair  and  of  the  Conference,  to  make  an  announce- 
ment which  appears  to  be  necessary  to  make  in  view  of  what  seems 
to  me  to  be  the  adjournment  of  the  conference  for  this  morning — 
that  the  states  interested  in  bank  taxation  meet  at  the  adjournment 
of  this  session  in  Rooms  1  and  2,  just  opposite  the  Secretary's  desk, 
to  hear  the  report  of  the  committee. 

Chairman  Arney  :  The  Conference  rooms  will  not  be  available 
until  1  :  30.  If  it  is  desirable  to  hold  such  conference  it  may  be  held 
in  this  room,  to  organize  your  bank  tax  conference. 

George  H.  Sullivan  (Minnesota)  :  Then  we  will  meet  in  this 
room  immediately  after  adjournment. 

Chairman  Arney:  There  are  just  a  few  minor  announcements. 

By  the  way,  I  want  to  ask  if  anyone  has  any  questions  regarding 
this  matter  of  the  Function  and  Progress  of  Taxpayers'  Associa- 
tions. If  any  one  has  any  questions  I  feel  certain  that  they  will  be 
welcomed. 

I  hear  no  questions. 

I  want  to  again  call  your  attention  to  the  time  and  place  for  the 
official  photograph.  As  I  stated  last  evening,  it  is  extremely  desir- 
able that  all  those  in  attendance  upon  this  Conference  appear  in 
that  picture.  It  has  been  a  custom  to  have  a  picture  of  all  those  in 
attendance,  and  you  are  asked  to  go  to  the  second  floor  of  this  hotel 
at  1  :  15;  get  off  the  elevator  and  turn  to  your  left;  there  will  be 
some  one  there  to  direct  you  to  the  place  where  the  picture  will  be 
taken.     I  want  again  to  urge  you  to  keep  that  appointment. 

(Mr.  Arney  thereupon  made  further  announcements  with  respect 
to  Pullman  reservations  and  for  the  boat  and  automobile  trip  on 
Wednesday  afternoon.) 

Chairman  Arney:  Governor  Bliss  of  Rhode  Island  has  an  an- 
nouncement to  make  with  reference  to  the  Resolutions  Committee. 

(No  response) 

Chairman  Arney  :  He  has  evidently  left  the  room.  Will  some- 
body please  get  Governor  Bliss  ? 

Some  time  during  the  Conference  I  hope  we  may  have  a  word 
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from  Mr.  Xathan  J"xk.stcin.  wlio  was  cliairman  of  our  special  tax- 
investigating  committee  of  eight  years  ago,  who  has  made  a  splendid 
contribution  to  the  constructive  tax  work  in  this  state,  and  I  hope 
that  this  Conference  may  have  the  pleasure  of  hearing  from  Mr. 
Eckstein  before  adjournment. 

C.  C.  Ch.\pman  (Oregon)  :  Mr.  Eckstein  is  such  a  wonderful 
gentleman  I  wonder  if  we  cannot  get  hold  of  him  now. 

Chairm.\x  Arxey:  He  does  not  appear  to  be  here,  much  to  my 
regret. 

Has  Governor  Bliss  come  in? 

(No  response) 

Chairman  Arney:  Mr.  Query,  have  you  any  announcements 
to  make? 

Secretary  Query:  The  announcement  which  Governor  Bliss 
wished  to  make  was.  that  he  wanted  the  delegates  from  the  several 
states  to  get  together  at  once  and  furnish  the  registration  desk  with 
the  name  of  the  member  of  the  Resolutions  Committee  from  each 
state ;  that  is  very  important. 

C.  C.  Chapman  (Oregon)  :  I  will  ask  the  Oregon  delegation 
after  the  conclusion  of  this  meeting  to  meet  in  this  room. 

Chairman  Arney:  Any  further  announcements  regarding  the 
state  caucuses  ? 

One  announcement  I  failed  to  make,  regarding  credentials.  Any 
who  have  credentials  with  them  are  asked  to  turn  them  in  at  the 
registration  desk  immediately  following  this  session. 

We  have  pushed  this  session  along  and  have  finished  somewhat 
ahead  of  time. 

Senator  Jackson  (Washington)  :  I  would  like  to  ask  if  the 
chairman  has  made  any  arrangements  for  the  meeting  of  the  Wash- 
ington delegation. 

Chairman  Arney  :  No  arrangement  made.  Do  you  want  to  ap- 
point a  place  for  the  conference  ? 

Senator  Jackson  :  I  suggest  we  meet  right  over  here. 

Chairman  Arney:  The  Washington  delegation  will  meet  in  the 
corner  of  this  room. 

Any  further  announcements? 

As  I  started  to  say,  I  hope  it  will  be  the  practice  of  this  Confer- 
ence to  run  these  sessions  on  scheduled  time.  I  don't  think  it  is  the 
desire  or  intention  of  the  Conference  to  shut  off  any  sort  of  dis- 
cussion. We  want  a  most  free  and  thorough  discussion  of  all  these 
papers.    I  am  somewhat  disappointed  there  was  no  more  discussion 
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of  the  three  papers  presented  this  morning;  and  I  hope  that  will 
not  continue  to  be  the  practice  of  the  Conference. 

Is  there  any  matter  to  come  before  the  Conference  at  this  morn- 
ing's session? 

George  Vaughan  (Arkansas)  :  I  wish  to  make  a  request  in  re- 
gard to  the  discussion  tonight  on  the  subject  of  tax-research  com- 
missions. I  have  had  correspondence  with  a  number  who  are 
expected  to  appear  on  the  program.  I  don't  know  whether  they  are 
all  here  or  how  many  are  here.  I  want  to  request,  immediately  on 
adjournment,  that  you  meet  me  near  the  back  of  this  room,  those 
who  are  to  participate  tonight,  so  we  may  expedite  the  meeting. 
I  look  forward  to  an  interesting  session. 

Chairman  Arney  :  Regarding  the  Washington  caucus,  may  I 
suggest.  Senator,  that  we  hold  that  on  the  raised  platform  in  the 
corridor. 

John  E.  Brindley  (Iowa)  :  Are  there  any  other  delegates  from 
Iowa  ? 

Chairman  Arney:  Any  other  delegates  from  Iowa? 

(No  response;  but  one  gentleman  arose.) 

Chairman  Arney  :  Now,  are  there  any  other  questions  to  be 
asked  ? 

If  not,  I  want  to  again  express  my  very  deep  appreciation  to  Dr. 
Lutz  for  the  privilege  and  pleasure  of  presiding  over  this  morn- 
ing's session. 

We  stand  adjourned  for  the  morning  session. 


THIRD  SESSION 
Tuesday,  August  28,  1829.    2:30  P.  M. 

Chairman  Lutz  :  Find  seats,  gentlemen,  so  that  we  may  pro- 
ceed. 

We  have  some  routine  announcements  before  beginning  the  after- 
noon program. 

Zenas  W.  Bliss  (Rhode  Island)  :  Mr.  Chairman,  I  should  like 
to  call  the  attention  of  the  members  to  the  fact  that  a  number  of 
states  have  not  appointed  their  members  of  the  Resolution  Com- 
mittte.  I  wish  to  urge  all  of  those  who  have  not  already  done  so  to 
make  their  appointments  as  soon  as  possible  and  file  them  at  the 
desk  in  the  other  room  with  Mr.  Tobie,  the  secretary  of  the  com- 
mittee. 

There  will  be  a  meeting  of  the  Resolutions  Committee  tomorrow 
morning  at  the  close  of  the  morning  session,  in  this  corner  of  the 
room. 

Secretary  Query  :  I  wish  to  ask  those  delegates  who  have  not 
registered,  to  go  to  the  registration  desk  and  register.  It  is  our 
desire  to  have  a  complete  list  of  all  delegates  ready  for  distribution 
in  the  morning,  and  I  hope  that  you  will  call  at  the  desk  and  do  the 
necessary. 

I  have  been  reminded  to  call  your  attention  to  a  meeting  of  the 
Executive  Committee  of  the  National  Tax  Association,  which  will 
be  held  immediately  after  the  close  of  this  session  in  the  room  just 
across  from  the  registration  desk. 

Chairman  Lutz  :  This  is  an  important  meeting  of  the  Executive 
Committee,  and  I  trust  that  all  members  will  plan  to  be  present. 

Mr.  Brown  asks  me  to  say,  also,  in  view  of  the  demand  for  copies 
of  the  paper  of  Mr.  Rees,  which  was  presented  by  title  this  morn- 
ing, that  he  is  having  another  hundred  copies  made,  which  will  be 
ready  for  distribution  in  the  morning.  Any  others  who  may  care 
to  see  it  can  get  copies  from  Mr.  Brown. 

I  should  like,  also,  to  remind  you  that  the  session  tomorrow  morn- 
ing is  scheduled  for  9  o'clock  instead  of  9 :  30.  The  hall  must  be 
cleared  on  account  of  the  ladies'  luncheon,  so  I  urge  you  to  get  your 
breakfast  early  and  get  in  here  by  9  o'clock  sharp. 

This  afternoon  the  program  deals  with  the  subject  of  public  ex- 
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penditures,  a  matter  which  has  been  coming  more  to  the  fore  in  our 
interests  and  attention;  and  I  am  very  glad  to  introduce  as  chair- 
man for  the  afternoon  session  a  past  president  of  the  Association, 
the  Honorable  William  Bailey  of  Utah. 

(William  Bailey  of  Utah  presiding.) 

Chairman  Bailey  :  President  Lutz  and  Fellow  Delegates :  I 
think  I  have  not  enjoyed  myself  so  much  in  years  as  I  have  the  last 
two  days.  I  have  been  attending  these  meetings  since  1913  regu- 
larly, except  last  year  it  was  impossible  for  me  to  attend.  Boys,  I 
got  real  hungry  to  see  your  faces,  and  meeting  here  yesterday  and 
today  the  old  members  of  the  Association,  and  seeing  so  many  new 
faces  has  given  me  a  lot  of  pleasure. 

I  am  sure  we  have  a  long  program  and  that  you  want  to  go  on 
with  it. 

The  National  Tax  Association  for  years  has  been  giving  its  atten- 
tion to  tax  matters  and  has  devised  many  new  plans  of  taxation. 
The  Model  Tax  System  Committee  that  was  appointed  did  some 
very  splendid  work,  and  other  things  have  been  done,  but  I  often 
thought  that  they  had  not  given  just  the  attention  they  should  to  the 
question  of  expenditures.  Somehow  or  other  in  this  day  of  ours 
we  are  spending  more  and  more,  and  then  more,  until  the  taxpayers 
are  beginning  to  groan  under  the  load,  in  some  instances,  and  I 
have  advocated  for  some  years  that  the  National  Tax  Association 
should  give  more  attention  to  the  question  of  expenditures. 

I  am  very  pleased  to  tell  you  this  afternoon  that  we  have  on  the 
program  a  man  who  has  given  this  side  of  the  question  a  lot  of 
study  and  who  has  some  very  interesting  things  to  say  to  you.  I 
know  of  no  man  in  our  community  that  has  been  with  us  that  has 
given  this  subject  more  thought  and  consideration  and  is  a  deeper 
student  of  this  question  than  George  Spalding  of  Denver,  and  he 
will  now  talk  to  you. 

George  Spalding  (Colorado)  :  Mr.  Chairman  and  Ladies  and 
Gentlemen :  My  first  desire  is  to  make  public  acknowledgment  of 
the  assistance  received,  in  the  matter  of  statistical  information,  from 
Honorable  Earl  L.  Fisher,  Tax  Commissioner  of  Oregon,  the  Hon- 
orable S.  H.  Chase,  Tax  Commissioner  of  Washington,  Mr.  L.  D. 
Smith,  counsel  for  the  Oregon  Association,  and  IMr.  B.  C.  Carroll, 
Vice-President  of  the  Pacific  Telephone  &  Telegraph  Company. 
These  gentlemen  were  particularly  generous  and  gracious  in  fur- 
nishing me  with  certain  facts  necessary  to  make  this  presentation 
as  complete  as  it  is;  though,  if  time  permitted,  discussion  could  be 
continued  almost  indefinitely. 
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Tax  Commissioner,  The  Mountain  States  Telephone 
and  Telegraph  Company 

I  consider  it  a  great  pleasure  to  discuss  briefly  before  so  distin- 
guished a  group  the  subject  in  which  I  have  had  a  major  interest 
during  the  last  ten  years. 

I  do  not  believe  it  necessary  to  preface  my  remarks  with  a  defi- 
nition of  taxation.  No  matter  how  carefully  we  might  isolate  the 
specimen,  pin  it  down  and  dissect  it,  that  would  not  by  a  penny 
reduce  the  burden  of  taxation  resting  on  the  people  of  this  country 
today. 

At  present  there  are  ten  state  legislatures  in  session,  and  in  1929 
thirty-eight  state  legislatures  will  convene.  Probably  not  one  of 
these  sessions  will  terminate  without  the  introduction  of  some  bill 
which  w'ould  change  the  tax  laws,  or  in  which  the  people  would 
authorize  the  imposition  of  some  new  tax  on  themselves. 

But  despite  the  change  in  methods  of  taxation,  the  fundamental 
principles  are  the  same  as  they  were  a  thousand  years  ago.  Hon. 
Henry  F.  Long,  Commissioner  of  Corporations  and  Taxes  of  Massa- 
chusetts, is  authority  for  the  following  observation : 

"  We  have  moved  a  long  way  in  many  activities,  but  in  taxa- 
tion matters  we  are  still  looking  to  the  most  ancient  of  devices 
to  supply  our  municipal  funds;  with  but  little  change  the  sys- 
tem of  general  property  taxation  has  come  to  us  almost  as  it 
first  was  revealed  to  primitive  man." 
Mr.  Long  also  points  out  that  a  high  percentage  of  our  taxes  are 
imposed   on   property   visible   to   the   eye.      Certainly,   the   average 
person  considers  the  ad-valorem  or  general  property  tax  the  main 
reservoir  for  revenue.     Particularly  is  this  true  of  the  west. 

And  this  deduction  is  reasonable  for  the  major  portion  of  the 
revenue  of  the  western  states  is  derived  from  the  general  property 
tax.  But  too  often  those  interested  in  tax  revisions  and  primarily 
in  raising  more  money  overlook  or  ignore  the  amount  of  money 
raised  by  other  methods. 

Colorado,  for  example,  raised  $48,000,000  through  the  ad-valorem 
tax  in  1927.  In  the  same  year,  Colorado  obtained  approximately 
$12,225,000  through  indirect  taxation,  such  as  the  gasoline  tax,  the 
license  tax  on  automobiles,  inheritance  tax,  etc. 

There  are  innumerable  franchise  license  taxes  and  fees  operative 
in  every  municipality.  Another  tax  frequently  ignored  in  discus- 
sions such  as  this,  but  which  is  becoming  increasingly  important,  is 
the  special  assessment  or  improvement  tax. 

*  Mr.  Spalding  used  stereopticon  machine  to  illustrate  his  address. — Ed. 


PUBLIC  EXPENDITURES— THEIR  TREND 


// 


It  has  become  customary  to  create  paving  districts  for  streets  and 
alleys  at  the  solicitation  of  the  property  owners,  or  by  action  of  the 
city  council. 
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The  increasing  popularity  of  the  installment  plan  for  the  pur- 
chase of  automobiles,  furniture  and  almost  everything  else,  has 
blinded  the  people  to  the  ever-increasing  burden  which,  however,  is 
not  diminished  because  the  payment  of  the  tax  is  extended  over  a 
period  of  years. 
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My  address  today  is  not  to  be  on  the  general  subject  of  taxation, 
but  rather  on  the  more  specialized  subject  of  the  ability  to  pay. 

I  have  prepared  a  few  slides  which  indicate  the  trend  of  taxation 
today.     But  what  I  want  you  to  notice  particularly  is  the  ability  to 


O 


pay  in  the  West  compared  with  the  densely  populated  and  wealthier 

portions  of  the  United  States  located  in  the  East  and  Middle  West. 

Chart  1.     Herbert  D.  Simpson,  in  an  article  which  appeared  in 

the  Jounval  of  Land  and  Public  Utility  Economics,  1925,  said  that 
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from  the  standpoint  of  taxation  the  area  of  low  barometer  prevails 
in  the  Atlantic  and  Southern  states,  that  the  pressure  increases  as 
we  move  to  the  Northwest  and  West,  spreading  its  maximum  over 
the  Rocky  Mountains  and  the  Pacific  Coast.  Probably  this  same 
assertion  will  hold  good  today,  if  not  to  a  greater  degree. 
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There  are  two  major  factors  of  importance  which  must  be  con- 
sidered when  we  discuss  taxation.  One  is  population,  the  other 
wealth. 
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Chart  2.  This  chart  indicates  the  lack  of  population  in  the  West 
and  Pacific  Coast  states  in  comparison  with  the  states  of  the  East. 
The  mountain  states  territory  from  the  Canadian  line  to  the  Mex- 
ican border,  excluding  the  most  of  Texas,  has  4.81  people  to  the 
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square  mile,  the  Pacific  Coast  states  17.67.  In  this  area,  which 
comprises  39%  of  the  area  of  the  United  States,  there  are  but  9.74 
people  to  the  square  mile  in  comparison  with  278  in  New  York,  185 
in  Pennsylvania,  114  in  Illinois  and  129  in  Ohio. 
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Charts  3  and  4.  It  is  rather  interesting  to  study  these  two  charts. 
You  will  note  that  the  upper  chart  illustrates  the  relative  position 
occupied  by  the  states  in  the  mountain  territory  and  on  the  Pacific 
Coast  in  relation  to  the  other  states,  from  the  standpoint  of  area. 
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The  states  which  are  indicated  by  the  heavy  blocks  are  the  ones  in 
our  part  of  the  country.  When  we  consider  area  alone,  all  of  the 
states,  with  the  exception  of  Washington,  are  in  the  higher  group, 
or  in  the  group  having  the  largest  area.  When  we  consider  popu- 
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lation,  however,  we  reverse  the  picture  and  now  we  find  that,  ex- 
cept California,  all  of  our  states  in  the  West  and  the  Pacific  Coast 
occupy  the  very  lowest  position.  Wyoming  and  Nevada  are  at  the 
bottom  —  Nevada  with  77,000  and  Wyoming  with  241,000.  Cer- 
tainly if  population  is  a  determining  factor,  the  ability  to  pay  taxes 
is  limited,  except  possibly  in  California. 

Chart  5.  Generally,  it  is  true  that  many  small  cities  make  for 
wealth  and  prosperity  in  a  state  and  that  the  larger  the  number,  the 
greater  the  prosperity.  This  chart  graphically  portrays  the  very 
small  number  of  cities  of  any  size  in  the  mountain  territory  when 
compared  with  the  states  either  of  the  East  or  of  the  Pacific  Coast. 
I  will  ask  your  particular  attention  to  the  number  of  cities  from 
10,000  to  25,000.  Colorado  has  three;  Montana  five;  Utah  one; 
California  thirteen;  Oregon  three;  Washington  five ;  in  comparison, 
Massachusetts  thirty-nine;  Pennsylvania  fifty-nine;  New  York 
thirty-six. 

.  Now  consider  the  number  of  cities  with  a  population  of  from 
5.000  to  10.000.  In  the  entire  mountain  region,  including  eight 
states,  there  are  but  thirty-two  cities  in  this  group  in  comparison 
with  twenty-six  in  California,  eight  in  Oregon,  seven  in  Wash- 
ington, forty-six  in  Massachusetts,  ninety-three  in  Pennsylvania 
and  thirty  in  New  York.  So  far,  we  see  that  we  have  large  areas, 
small  population  and  very  few  towns  or  cities  in  our  Western  states. 

Chart  6.  Of  course,  while  it  is  desirable  that  we  have  large 
populations  and  many  cities  or  towns,  it  is  really  imperative  that 
we  have  wealth.  This  chart  graphically  indicates  the  distribution 
of  wealth  in  the  various  divisions  of  the  United  States.  We  would 
naturally  presume  that  the  bulk  of  the  wealth  is  found  in  the  east 
and  central  parts.  The  wealth  of  the  mountain  states  territory  has 
been  estimated  by  the  census  bureau  at  about  12  billion.  This  is 
comparable  with  the  wealth  of  the  State  of  Illinois.  The  Pacific 
Coast  states  are  on  a  par  with  the  New  England  states.  If  we  were 
to  consider  the  states  in  the  mountain  region  alone,  the  ability  to 
meet  tax  obligations  is  the  lowest  of  any  division. 

Chart  7.  There  is  a  very  close  relation  between  taxation  and  in- 
debtedness. It  is  A-^ery  interesting  to  note  that  with  one  or  two  ex- 
ceptions the  states  having  the  largest  net  debt  per  capita  are  located 
either  on  the  Pacific  Coast  or  in  the  territory  of  the  mountain 
states.  In  fact,  the  state  having  the  largest  net  debt  per  capita  is 
Oregon,  then  New  York,  California,  Idaho,  Arizona  and  Wash- 
ington. This  chart  was  compiled  from  statistics  obtained  from  the 
Department  of  Commerce.  To  be  sure,  they  are  based  on  1922 
figures,  but  as  near  as  I  can  ascertain,  there  has  been  no  appre- 
ciable reduction;  in  fact,  if  the  figures  were  available  to  date, 
studies  which  we  have  been  making  indicate  that  many  of  the  states 
will  show  a  decided  increase. 
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Measured  in  time,  the  West  and  the  Pacific  Coast  states  are  still 
in  their  infancy.  It  has  been  necessary  to  build  our  educational  in- 
stitutions and  construct  our  highways  in  a  short  period.  We  are 
trying  to  do  quickly  what  the  older  states  have  been  doing  for  many 
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years.  When  the  great  educational  institutions  of  the  East,  such  as 
Harvard,  Yale,  Princeton,  Dartmouth  and  others  were  turning  out 
some  of  the  best  minds  of  the  nation  our  states  had  not  yet  been 
.admitted  to  the  Union. 
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Chart  S.  I  had  hoped  that  we  would  be  able  to  bring  this  chart 
up  to  date,  at  least  so  that  it  would  include  the  1926  figures,  but 
figures  for  all  taxes,  states,  county  and  municipal,  in  all  the  states 
were  not  available.     However,  the  trend  of  taxes  illustrated  by  this 
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chart  is  still  going  up  in  our  local  taxing  subdivisions.  I  have 
heard  the  statement  frequently  made  that  our  taxation  troubles  are 
not  due  primarily  to  the  imposition  of  taxes  in  the  local  sub- 
divisions, the  inference  being  that  if  we  go  to  the  source  we  will 
find  the  trouble  in  our  State  and  Federal  taxes. 
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We  all  appreciate  the  public  service  rendered  by  Secretary  Mel- 
lon and  his  associates  in  reducing  the  public  debt  of  the  United 
States  from  over  25  billion  in  1919  to  less  than  18  billion  at  the 
beginning  of  1928.  This  has  made  possible  a  substantial  reduction 
in  Federal  income  taxes — a  decrease  from  5.4  billions  in  1919  to  2.8 
billions  in  1926.  Compare  this  situation  with  the  collection  of  local 
taxes.  These  have  increased  from  3.2  billions  in  1919  to  5.1  billions 
in  1925,  and  they  are  still  going  up. 

I  will  quote  from  no  less  an  authority  than  Doctor  Charles  J. 
Bullock,  formerly  President  of  this  Association,  whose  article  on 
the  increase  of  taxes  on  real  estate  in  American  cities  recently  ap- 
peared in  the  Harvard  Business  Review: 

"  Between  1913  and  1925.  the  latest  year  for  which  statistics 
are  available,  the  per-capita  taxes  levied  upon  general  property 
in  American  cities  having  a  population  of  over  30,000  rose 
from  $17.82  to  $39.20,  while  special  assessments  increased  from 
$2.40  per  capita  to  $4.52.  For  all  taxes  and  assessments  the 
total  increase  was  from  $22.16  per  capita  to  $47.14  in  the  twelve 
years  ending  in  1925.  Preliminary  data  for  the  year  1926  indi- 
cate a  further  increase. 

CHART  9 
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■  Chart  9.  The  National  Industrial  Conference  Board  issued  sta- 
tistical information  showing  the  per-capita  taxation  by  states  com- 
paring 1919  with  1924.  Considering  the  figures  involved,  it  was 
difficult  to  make  a  slide  including  the  forty-eight  states.  On  this 
chart  we  have  shown  the  states  in  the  mountain  territory  and  the 
Pacific  Coast,  bringing  the  information  up  to  1926  from  data  ap- 
pearing in  "  The  Cost  of  Government,"  published  by  the  Industrial 
Conference  Board. 

With  the  exception  of  California,  Wyoming  and  Texas,  this  chart 
very  forcibly  shows  a  decrease  in  the  total  tax,  due  in  every  case 
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to  a  material  reduction  in  the  Federal  tax,  by  which  we  mean  Fed- 
eral income  tax.  In  most  cases  the  state  taxes  are  increasing  and 
local  taxes  are  increasing  most  rapidly.  California  shows  a  mate- 
rial reduction  in  the  Federal  tax,  an  increase  of  approximately 
$9.00  in  the  state  tax,  and  almost  100%  in  the  local.  Washington 
shows  the  largest  decrease  in  the  total  of  all  of  the  states  studied. 
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CHART  11 
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We  recently  made  some  studies  on  the  trend  of  taxation  in  order 
to  ascertain  just  what  the  tendency  was.  We  have  used  three  fac- 
tors in  these  charts.  Trend  of  population  was  adopted  as  a  basis 
for  all  charts,  the  information  being  received  from  the  Bureau  of 
the  Census;  therefore,  we  determined  to  use  that  basis  as  we  could 
obtain  the  figures  from  the  same  source  Colorado  (Chart  10) 
shows  an  increase  in  taxes  of  1387°  from  1916  to  1927,  with  an  in- 
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crease  of  30%  in  the  assessed  valuation  and  but  21%  in  the  popu- 
lation. Oregon  (Chart  11)  shows  an  increase  of  112%  in  the  tax 
and  26%  in  assessed  valuation.  Washington  (Chart  12)  taxes  in- 
creased 72%  and  22%  in  assessed  valuation,  while  the  ad-valorem 
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CHART    13 
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tax  in  California  (Chart  13)  increased  219%  and  the  assessment 
106%. 

Arizona  (Chart  14)  shows  a  decrease  in  assessed  valuation  from 
the  end  of  1920  through  the  year  1924.  After  1920,  assessed  valua- 
tion and  population  have  progressed  in  opposite  directions,  popula- 
tion increasing  steadily  and  assessed  valuation  decreasing. 

Chart  15.  I  made  the  statement  that  next  year  there  would  be  a 
great  deal  of  interest  shown  by  thirty-eight  state  legislatures  in  the 
question  of  taxation  and  many  bills  would  be  introduced  advocating 
some  panacea  to  alleviate  the  ills  of  the  tax-burdened  public.     The 
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first  modern,  permanent  state  tax  commission   was  established  by 
Indiana  in  1891. 

Now  you  would  assume  that  by  this  time  state  tax  commissions 
would  have  been  brought  to  a  high  point  of  efficiency  and  that  they 
now  would  be  functioning  in  such  a  manner  as  to  leave  little  to  be 
desired.  Such  is  by  no  means  the  case.  I  imagine  that  the  original 
conception  was  to  create  a  centralized  tax  body,  clothed  with  all 
necessary  authority,  but  the  work  of  the  tax  commission  has  been 
hampered  by  limiting  the  salaries  of  commissioners,  the  amount  of 
money  necessary  to  carry  on  field  work,  and  particularly  by  restrict- 
ing its  authority  over  county  assessors.  This  chart  clearly  indicates 
what  I  have  in  mind.     Throughout  the  length  and  breadth  of  this 
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country,  people  are  continually  talking  about  equalization.  I  will 
use  Colorado  as  a  sample.  The  assessed  valuation  of  property  was 
$1,546,000,000.00  in  1928;  we  have  sixty-three  county  assessors. 
The  board  assesses  14.9%  of  the  total  and  the  rest  is  assessed  by  the 
individual  county  assessors.  Colorado  is  the  only  state  in  the  moun- 
tain territory  that  has  field  men.  Two  field  men  cannot  hope  to 
make  more  than  a  cursory  study  of  valuations  in  a  state  having 
103,000  square  miles  and  sixty-three  counties. 

The  situation  in  Oregon  and  Washington,  as  portrayed  by  this 
chart,  is  similar  to  that  in  Colorado.  You  will  note  that  in  Oregon 
with  a  total  assessed  valuation  of  $1,110,677,000,  the  commission 
has  placed  a  value  upon  only  14.69%  of  the  property,  and  in  Wash- 
ington 13.3%  of  the  total  of  $1,216,000,000. 

Until  such  conditions  can  be  remedied,  equalization  of  taxation 
must  continue  to  be  a  forlorn  hope. 

Chart  16.  In  every  discussion  of  this  economic  question  when 
we  are  considering  the  revision  of  the  laws,  it  seems  that  we  always 
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stress  the  fact  that  an  enormous  amount  of  weahh  is  escaping  the 
rolls,  and  we  visualize  this  non-taxable  wealth  as  stocks  and  bonds, 
moneys  in  the  bank,  mortgages,  all  generally  being  included  under 
the    caption    "  Intangibles ."'      Statistics    furnished    by    the    United 


States  Census  Bureau  indicate  that  there  is  a  great  deal  of  value 
other  than  that  represented  by  intangibles  which  is  tax-exempt. 
An  analysis  by  the  Bureau  of  Statistics  shows  that  the  great  bulk 
of  tax-exempt  real  property  is  found  through  the  Mountain  States 
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and  western  territory.  I  tliink  that  Washington,  D.  C,  has  the 
largest  amount  on  account  of  the  value  of  the  Federal  Government 
buildings.    You  will  note  that  with  the  exception  of  California,  the 

states  which   we  have  been  discussing  all   have  more  exempt  real 
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property  than  the  average  for  the  United  States.  This  naturally 
follows,  as,  besides  all  Federal  government,  state,  county  and  muni- 
cipal buildings,  there  is  more  Federal  land,  including  grazing,  tim- 
ber, oil  and  mineral  in  the  western  states  than  in  any  of  the  other 
states  of  the  Union. 
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Chart  17.  The  Colorado  Year  Book  for  1927  shows  a  much 
larger  amount  of  non-taxable  property  than  is  indicated  by  the 
Census  Bureau,  but  this  chart  emphasizes  the  fact  that  in  our  west- 
ern states  there  is  a  great  deal  of  Federal  property  which  is  not 
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taxable.  You  will  note  that  of  a  total  value  of  $2,968,000,000.00 
approximately  $1,403,000,000.00  or  47.27%  is  non-taxable.  Of  this, 
$785,564,000.00  is  included  in  Federal  oil  and  coal  reserves.  It 
would  be  impossible  to  determine  the  accuracy  of  this  figure;   it 
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must,  on  account  of  the  very  nature  of  the  property,  be  an  estimate. 
However,  this  chart  is  interesting  as  it  represents  the  amount  of 
Federal,  state,  county  and  municipal  property  which  is  not  taxable. 
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CVzar^  i5.  Statistical  information  relative  to  non-taxable  prop- 
erty in  other  states  was  not  available.  At  least,  let  me  say  that 
there  seems  to  be  considerable  discrepancy  between  figures  fur- 
nished by  the  Bureau  of  the  Census  in  the  Estimated  National 
Wealth  and  individual  state  records.     While  we  have  no  data  on 
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the  actual  value  of  non-taxable  property  in  Oregon,  this  chart  indi- 
cates that  of  the  sixty-two  million  acres  of  land,  53%  is  not  taxable. 
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You  note  the  comparison  between  taxable  and  non-taxable  land  in 
Colorado  and  Oregon.  Statistics  of  this  nature  dealing  with  such 
vast  quantities  must  necessarily  be  based  on  estimates.  While  pos- 
sibly not  authentic,  they  are  indicative. 

I  w^onder  what  a  study  of  the  other  states  in  the  group  would 
show. 
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Chart  19.  Four  years  ago  there  was  a  decided  impetus  toward 
the  adoption  of  the  state  income  tax  by  many  of  our  western  states. 
For  a  time  the  urge  died  down,  but  this  year  I  notice  that  the  sub- 
ject is  again  being  very  generally  discussed. 

I  frankly  must  say  that  it  is  my  opinion  that  at  least  some  of  our 
western  states  are  not  in  a  position  to  adopt  such  a  method  for 
raising  additional  revenue. 

I  have  used  the  phrase  "  additional  revenue "  advisedly,  for  I 
believe  that  the  state  income  tax  will  simply  be  superimposed  on  the 
ad-valorem  tax  and  the  tax  burden  of  the  people  will  be  enlarged. 

I  have  already  commented  on  the  manner  in  which  state  tax  com- 
missions function.  I  again  quote  from  the  Hon.  Henry  F.  Long 
when  I  say  that  if  and  when  a  state  income  tax  shaJl  be  adopted,  it 
should  be  state-administered  through  a  centralized  body,  preferably 
the  State  Tax  Commission. 

A  glance  at  Chart  19  indicates  the  states  where  the  bulk  of  the 
money  is  raised  through  the  imposition  of  the  Federal  income  tax. 
You  will  note  three  states — New  York,  Pennsylvania  and  Illinois — 
produce  approximately  50%  of  the  total.  The  Western  states  pro- 
duce 7.2%,  the  bulk  of  which  is  made  up  from  the  tax  collected 
from  the  State  of  California,  which  ranks  fifth.  That  does  not 
leave  very  much  for  the  rest  of  the  states.  The  Mountain  states, 
the  states  to  which  I  referred  when  I  questioned  the  advisability  of 
the  adoption  of  a  state  income  tax,  produced  but  1.1%.  This  would 
seem  to  indicate  that  the  revenue  produced  would  hardly  be  sufifi- 
cient  to  offset  the  cost  of  administration. 

Again  quoting  Dr.  Bullock,  in  speaking  of  a  state  income  tax, 
he  says,  "  Another  thing  we  know  is  that  the  introduction  of  an 
income  tax  will  not  reduce  the  burden  resting  upon  real  estate  if 
it  is  followed  by  an  increase  in  public  expenditures."  *  *  * 

'■  The  final  result  of  tapping  new  sources  of  revenue  has  usually 
been  increased  expenditure.  For  this  reason  it  has  become  increas- 
ingly true  that  our  problems  of  taxation  are  really  problems  of  ex- 
penditure." *  *  * 

"  President  Coolidge  remarked  last  December,  '  Nothing  is  easier 
than  the  expenditure  of  public  money.  It  does  not  appear  to  belong 
to  anybody.  The  temptation  is  overwhelming  to  bestow  it  upon 
somebody.'  To  the  same  general  purport,  a  clever  journalist  has 
observed  that  the  business  man  reasons  that  money  is  flat  and  there- 
fore should  be  stacked;  while  the  politician  reasons  that  money  is 
round,  therefore  should  be  kept  rolling  along." 

In  most  discussions  the  problem  of  taxation,  either  before  legis- 
lative assemblies  or  in  our  civic  bodies,  centers  on  the  inadequacy 
of  revenue  to  meet  the  demands  arising  through  the  ever-increasing 
governmental  activities.  There  seems  to  be  a  microbe  that  has  in- 
stilled into  the  minds  of  the  public  the  ever-pressing  need  of  spend- 
ing, not  saving  money. 
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There  is  a  correlation  between  the  raising  of  revenue  through 
the  medium  of  taxation  and  the  control  of  the  expenditures  of  that 
money. 

Chairman  Bailey  :  I  am  very  pleased,  indeed,  with  what  I  have 
just  listened  to,  and  we  have  not  only  heard  but  seen.  How  tempt- 
ing it  is  at  this  time  to  give  you  a  little  illustration  as  affecting  my 
state. 

For  instance,  there  is  only  three  per  cent  of  the  area  of  my  state 
that  is  plowed;  there  is  only  two  per  cent  of  it  that  is  irrigated; 
ninety-five  per  cent  of  the  area  of  that  state  is  now,  and  probably 
always  will  be,  a  grazing  problem.  I  wish  I  could  discuss  that  with 
you.  It  is  the  trend  of  our  communities  to  spend  and  spend.  I 
have  often  said  lately  that  I  thought  the  greatest  duty  of  a  public 
official  today  was  to  protect  the  people  against  themselves. 

I  am  very  much  pleased  to  note  on  the  program  that  we  have 
with  us  Judge  Zoercher  of  Indiana,  who  will  explain  to  us  how 
Indiana  keeps  the  people  from  spending. 

Ph. LIP  Zoercher  (Indiana)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men :  I  am  going  to  say  at  the  outset  that  I  am  not  going  to  read 
the  paper,  but  am  just  going  to  call  attention  to  the  fact  that  when 
you  get  your  copy  of  the  proceedings  you  will  find  that  in  the 
record  is  copied,  in  full,  the  three  sections  of  our  law  that  refer  to 
the  controlling  of  tax  levies,  the  controlling  of  expenditures,  and 
the  necessary  forms  that  go  with  it ;  so  that  if  you  want  to  have  the 
real  h' story  connected  with  Indiana's  plan,  you  can  get  it  by  having 
some  of  the  reprints  from  the  proceedings  as  they  will  appear  in 
the  record. 

STATE  SUPERVISION  OF  PUBLIC  EXPENDITURES 

PHILIP  ZOERCHER 
Member,  Indiana  State  Tax  Commission 

Pubic  expenditures  have  been  increasing  from  year  to  year  until 
the  question  of  how  to  control  the  same  has  been  a  real  living  issue. 
Four  }  ears  ago  I  presented  some  thoughts  on  the  subject  of  Central 
Super^■ision  of  Local  Expenditures,  and  at  this  time  I  wish  to  dis- 
cuss the  question  of  State  Supervision,  and  in  doing  so  I  cannot  see 
any  bitter  way  than  to  present  the  Indiana  Plan. 

Origin  of  Indiana  Plan 

When  the  State  Board  of  Tax  Commissioners  were  preparing  the 
draft  of  a  new  tax  law  which  was  submitted  to  the  legislature  in 
January.  1919,  the  Board  realized  that  if  all  property  in  the  State 
were  assessed  as  the  law  contemplated,  something  was  necessary  to 
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curtail  public  expenditures  which  would  be  sure  to  follow,  with  an 
increased  borrowing  power  in  every  taxing  unit. 

PRliSIDENT    COOLIDGE 

In  his  inaugural  address  the  President,  among  other  things,  said: 
'■  I  favor  the  policy  of  economy,  not  because  I  wish  to  save  money 
but  because  I  wish  to  save  people.  The  men  and  women  of  this 
country  who  toil  are  the  ones  who  bear  the  cost  of  the  Government. 
Every  dollar  that  we  carelessly  waste  means  that  their  life  will  be 
so  much  the  more  meager.  Every  dollar  that  we  prudently  save 
means  that  their  life  will  be  so  much  the  more  abundant.  Economy 
is  idealism  in  its  most  practical  form.  *  *  *  The  wisest  and  sound- 
est method  of  solving  our  tax  problem  is  through  economy." 

Cost  of  Government 

The  cost  of  government  is  high  in  some  instances  because  of  the 
extravagance  of  public  officials  or  because  the  people  themselves 
demand  luxuries.  It  has  become  the  habit  of  many  public  officials 
to  take  up  every  new  fad  or  fancy  and  seek  new  avenues  for  the 
spending  of  public  money.  In  ordinary  life  every  citizen  is  taught 
to  live  within  his  income,  and  the  most  successful  business  man  is 
he  who  secures  full  return  for  every  dollar  that  is  spent. 

What  is  the  Remedy? 

We  were  often  subjected  to  the  whims  and  caprices  of  public 
officers  and  had  to  submit  to  the  spending  of  money  foolishly  and 
unnecessarily.  We  do  not  have  the  recall  in  Indiana.  Some  of  our 
officers  are  elected  for  two  years,  others  for  three  years  and  still 
others  for  four  years. 

Some  contend  that  giving  the  right  to  local  taxpayers  to  appeal 
tax  levies  and  budgets  to  the  State  Board  of  Tax  Commissioners  is 
violating  a  principle  of  home  rule,  and  suggest  that  when  the  next 
election  comes  on  the  officers  guilty  of  squandering  the  public  funds 
could  be  defeated  at  the  polls.  How  could  that  help  the  taxpayers 
from  being  compelled  to  pay  the  bill  for  the  squandered  money? 
The  Indiana  plan  offers  a  remedy  whereby  a  wideawake  citizenship 
can  stop  the  unnecessary  spending  of  public  funds. 

Limitation  of  Expenditures 

For  many  years  prior  to  1919  the  reports  of  the  State  Board  of 
Tax  Commissioners  showed  an  utter  lack  of  uniformity  in  the 
assessment  of  property  and  year  after  year  the  burden  of  taxation 
was  being  increased  on  real  estate.  The  commission  that  prepared 
the  bill  which  resulted  in  the  law  of  1919,  realized  that  if  proper 
assessments  were  made,  some  limitation  or  restriction  on  tax  levies 
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and  bond  issues  would  be  necessary  to  avoid  a  large  increase  in 
taxes. 

Governor  Marshall's  Recommendation 

The  late  Thos.  R.  Marshall  in  his  last  message  as  Governor  of 
Indiana  in  1913  said:  "*  I  recommend  further  that  no  bonds  shall 
be  issued  until  application  made  to  the  State  Board  of  Tax  Com- 
missioners asking  for  leave  to  issue  the  bonds  and  showing  the  pur- 
pose of  the  issue  is  granted ;  and  that  the  board  grant  no  leave  until 
it  has  fixed  the  minimum  price  at  which  the  bonds  may  be  sold." 

This  suggestion  was  incorporated  in  the  idea  of  bond  control  in 
the  law  of  1919. 

First  Assessment  Under  Law  of  1919 

When  the  first  assessment  under  the  new  law  was  completed  it 
showed  an  increase  in  valuation  from  $2,233,761,065  to  $5,749,258, 
800,  which  increased  the  borrowing  power  of  every  taxing  unit  on 
an  average  of  two  and  one-half  times.  The  law  provided  that  as 
the  valuation  increased  the  fixed  tax  rates  should  automatically  be 
reduced,  and  before  the  officials  of  any  municipality  could  increase 
levies  for  all  purposes  in  excess  of  $1.50  on  each  one  hundred  dol- 
lars, they  were  required  to  petition  the  State  Tax  Board  for  such 
authority. 

First  Year's  Reduction 

The  reduction  in  levies  made  by  the  board  during  the  first  year 
amounted  to  $11,617,037. 

The  total  taxes  in  the  state  for  all  purposes  were  increased  from 
$68,367,035  the  last  year  of  the  old  law  to  $75,602,477  the  first  year 
under  the  new  law.  Part  of  this  increase  was  due  to  a  new  levy  for 
State  Highway  purposes. 

The  denial  of  bond  issues  and  the  cutting  out  of  $11,617,037 
caused  an  agitation  of  the  money-spenders  against  the  powers 
granted  the  board.  A  special  session  of  the  legislature  was  con- 
vened in  July,  1920,  as  a  result  of  a  decision  of  the  Supreme  Court 
declaring  unconstitutional  the  method  adopted  in  making  equaliza- 
tion orders  apply  to  units  within  the  county  instead  of  taking  the 
county  as  a  unit.  The  State  Board  acted  in  good  faith.  The  law 
gives  the  County  Board  of  Review  the  power  to  equalize  the  valua- 
tions of  the  various  classes  of  property  by  issuing  such  orders 
afifecting  a  township  or  divisions  of  township  or  any  taxing  unit, 
and  the  law  further  says  in  defining  the  powers  of  the  State  Board 
of  Tax  Commissioners  that  it  shall  have  the  same  power  conferred 
on  the  County  Board  of  Review. 

While  the  legislature  was  busy  providing  a  remedy  for  the  fixing 
of  the  values,  money-spenders  agitated  changing  of  Sections  200 
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and  201  of  the  law  affecting  bond  issues  and  tax  levies,  and  the 
State  Board's  power  over  these  was  taken  away  and  power  granted 
the  county  council  to  review  bonds  and  tax  levies  on  petition  of 
fifty  or  more  taxpayers. 

Cost  of  Home  Rule 

The  tax  levies  of  1920  were  fixed  by  local  officers  with  the  check 
removed  and  taxes  were  increased  in  one  year  $36,000,000.  This 
cost  of  "  home  rule  "  was  so  vividly  impressed  upon  the  taxpayers 
that  the  legislature  of  1921  promptly  amended  the  law  and  gave  the 
State  Tax  Board  authority  over  bond  issues  in  excess  of  $5,000  and 
all  tax  levies  on  petition  of  ten  or  more  taxpayers. 

Tax  Levy  and  Budget 

Amended  Section  200  of  tlie  tax  law  provides  that  the  several  tax 
levies  shall  be  established  by  the  proper  legal  ofiicers  of  any  muni- 
cipal corporation  after  the  formulation  and  publication  by  them  of 
a  budget  on  forms  prescribed  by  the  State  Board  of  Accounts  show- 
ing in  detail  the  money  proposed  to  be  expended  during  the  suc- 
ceeding year,  the  valuation  of  all  taxable  property  within  the  juris- 
diction and  the  rate  of  taxation  which  it  is  proposed  to  establish. 
A  public  hearing  at  which  any  taxpayer  shall  have  a  right  to  be 
heard  is  provided  for.  A  ten  days'  notice  of  such  meeting  must  be 
given  by  publication  in  two  newspapers  of  opposite  political  parties. 
The  taxpayer  is  thus  given  due  notice  what  amount  is  asked  and  the 
purpose  for  which  the  money  is  to  be  used. 

The  Supreme  Court  of  Idaho  in  deciding  the  case  of  Graves  v. 
Berry,  207  Pac.  718,  held  that  the  ofiicers  are  limited  to  the  amount 
set  out  in  the  budget  and  for  the  purposes  therein  designated.  The 
making  of  a  previous  estimate  of  the  necessary  or  probable  ex- 
penses of  the  municipality,  and  notice  to  taxpayers  of  the  meeting 
of  the  board  w^hich  is  to  levy  the  tax  are  conditions  precedent  to 
the  validity  of  the  tax. 

Budget  Limits  Expenditures 

Every  department  of  government,  when  its  budget  is  fixed  and 
the  tax  levy  determined,  must  prepare  to  do  its  business  within  the 
amounts  set  up  in  the  budget.  The  amount  thus  fixed  is  the  limit 
beyond  which  the  official  cannot  go.  It  is  surprising  how  many 
departments  will  serve  the  public  and  live  within  the  amounts 
designated.  It  will  encourage  economy  on  the  part  of  all  officials 
when  their  slogan  is  "  live  within  the  budget." 

The  form  of  the  budget  also  sets  out  the  amounts  spent  the  three 
preceding  years  and  balances  on  hand  so  that  the  taxpayers  know 
whether  the  tax  burdens  are  increasing  or  decreasing,  or  if  the 
officers  are  endeavoring  to  build  up  unwarranted  large  balances. 
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Platform  Pledges  in  1926 

Although  the  law  seemed  specific  enough,  many  public  officials 
did  not  limit  their  expenses  to  the  budget,  which  resulted  in  both 
political  parties  adopting  a  plank  in  their  platform  to  strengthen  the 
budget  law,  and  as  a  result  the  legislature  enacted  the  law  as  we 
now  have  it.  Only  a  few  days  ago  we  had  a  call  for  350  copies  of 
our  law,  and  in  order  that  you  may  have  the  text  of  that  law  I  am 
giving  it  in  full : 

The  Budget  Section 
[H.  174.     Approved  March  7,  1927.] 

Taxes — Municipal  Corporations  —  Budget  —  Fixing  of  Levies  and 
Rates — Excesses. 

Section  1.  Be  it  enacted  by  the  general  assembly  of  the  State 
of  Indiana,  That  section  3  of  the  last  above  entitled  act  be  amended 
to  read  as  follows :  Section  3.  That  section  3  of  the  last  above  en- 
titled act  be  amended  so  as  to  read  as  follows :  Sec.  3.  That  section 
200  of  the  above  entitled  act  be  amended  to  read  as  follows:  Sec, 
200.  The  several  tax  levies  and  rates  shall  be  established  by  the 
proper  legal  officers  of  any  municipal  corporation  after  the  formu- 
lation and  publication  by  them  of  a  budget  on  forms  prescribed  by 
the  state  board  of  accounts  showing  in  detail  the  money  proposed  to 
be  expended  during  the  succeeding  year,  the  valuation  of  all  taxable 
property  within  the  jurisdiction  and  the  rate  of  taxation  which  it  is 
proposed  to  establish,  and  after  a  public  hearing  within  the  juris- 
diction at  which  any  taxpayer  shall  have  a  right  to  be  heard  thereon. 
Ten  days'  notice  by  publication  of  such  budget,  levies  and  rates 
and  of  such  public  hearing  in  two  newspapers  of  opposite  political 
parties  published  in  such  taxing  district  or  in  one  such  paper  if  only 
one  be  there  published,  and  in  case  no  newspaper  is  there  published, 
then  the  same  shall  be  published  in  any  two  newspapers  represent- 
ing the  two  leading  political  parties,  published  in  the  county  and 
having  a  general  circulation  in  such  taxing  unit,  or  if  only  one 
such  paper  be  there  published,  then  such  notice  published  in  such 
paper  shall  be  sufficient  to  comply  with  the  requirements  herein, 
and  by  posting  such  notice  in  three  public  places  in  such  taxing 
district,  shall  be  required.  The  several  tax  levies  and  rates  as  estab- 
lished by  the  proper  legal  officers  of  any  municipal  corporation  and 
as  reported  by  the  county  auditor  to  the  state  board  of  tax  com- 
missioners, as  provided  for  in  sections  197  and  199  of  this  act,  shall 
stand  as  the  tax  levies  and  rates  of  such  municipal  corporation  for 
the  year  next  succeeding  for  the  purposes  set  out  in  the  report  of 
the  county  auditor  as  certified  to  the  state  board  of  tax  commis- 
sioners, subject  to  the  right  of  appeal  therefrom  to  the  state  board 
of  tax  commissioners.     Ten  or  more  taxpayers  in  any  such  muni- 
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cipal  corporation,  other  than  those  who  pay  poll  tax  only,  and  who 
are  atYected  by  any  such  levy  and  any  such  rate  and  who  may  feel 
aggrieved  with  any  such  tax  levy  or  any  item  thereof,  may  file  a 
petition  with  the  county  auditor  of  the  county  in  which  such  muni- 
cipal corporation  is  located,  not  later  than  the  fourth  Monday  of 
September,  setting  forth  in  such  form  and  detail  as  the  state  board 
of  tax  commissioners  may  prescribe  and  require,  their  objections  to 
said  tax  levy  or  any  item  or  any  rate  thereof,  as  the  case  may  be. 
Upon  the  filing  of  any  such  petition  such  county  auditor  shall 
immediately  certify  a  copy  of  said  petition  with  such  other  infor- 
mation as  may  be  necessary  to  present  the  questions  involved,  to  the 
state  board  of  tax  commissioners,  who  shall  have  the  power  to 
affirm  or  decrease  said  total  tax  levy  or  any  item  thereof  of  any 
such  municipal  corporation  after  a  hearing,  as  hereinafter  required. 
The  state  board  of  tax  commissioners  shall,  within  a  reasonable 
time,  fix  a  date  for  a  hearing  on  said  petition,  which  shall  be  held 
in  the  county  in  which  such  municipal  corporation  is  located,  and 
notice  of  such  hearing  shall  be  given  to  the  executive  officer  of  the 
taxing  unit  and  to  the  first  ten  taxpayers  whose  names  appear  upon 
such  petition,  by  a  letter  signed  by  the  secretary  or  any  member  of 
said  state  board  of  tax  commissioners  and  sent  in  the  United  States 
mail  with  full  prepaid  postage,  addressed  to  said  officer  and  to  said 
taxpayers  at  their  usual  place  of  residence  at  least  five  days  before 
the  date  fixed  for  such  hearing.  v\fter  a  hearing  upon  such  petition 
the  state  board  of  tax  commissioners  shall  thereupon  certify  its 
action  with  respect  thereto  to  the  auditor  of  the  county,  who  shall 
thereupon  certify  such  action  to  the  taxing  unit  or  units  interested 
therein,  and  the  action  of  the  state  board  of  tax  commissioners  with 
respect  to  said  tax  levies  and  such  parts  thereof  as  may  have  been 
in  question,  shall  be  final  and  conclusive.  When  such  state  board 
of  tax  commissioners  in  its  order  shall  order  a  reduction  in  the  levy 
it  shall  indicate  the  item  or  items  in  the  budget  affected  by  such 
reduction,  and  the  budget  as  set  out  by  the  municipal  officers  in  the 
published  statement  or  as  modified  on  hearing  by  the  state  board 
shall  limit  the  expenditure  for  the  year,  except  in  cases  of  casualty 
or  accident  or  extraordinary  emergency.  In  the  event  the  proper 
legal  officers  of  any  municipal  corporation  shall  contemplate  to  meet 
the  emergency  and  determine  the  expenditure  of  more  money  for 
the  current  year  than  was  set  out  in  detail  in  the  published  budget 
or  in  the  budget  as  modified  as  a  result  of  a  hearing  before  the 
state  board  of  tax  commissioners,  said  officers  shall  give  ten  days' 
notice  by  publication  as  herein  provided  for  publication  of  the 
budget  and  proposed  tax  levy  of  such  additional  amount  proposed 
to  be  expended,  fixing  a  date  when  the  same  shall  be  considered  and 
determined  upon,  and  taxpayers  shall  have  a  right  to  be  heard 
thereon.     Ten  or  more  taxpayers  in  any  such  municipal  corpora- 
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tion,  other  than  those  who  pay  poll  tax  only,  and  who  are  affected 
by  any  such  additional  appropriation  and  who  may  feel  aggrieved 
thereby,  may  file  a  petition  with  the  county  auditor  of  the  county  in 
which  such  municipal  corporation  is  located  within  ten  days  after 
the  additional  appropriation  shall  have  been  determined  upon  by 
such  municipal  corporation,  setting  forth  their  objection  thereto  and 
facts  showing  that  the  proposed  additional  expenditure  is  unneces- 
sary, unwise  or  excessive,  as  the  case  may  be.  Upon  the  filing  of 
any  such  petition,  such  county  auditor  shall  immediately  certify  a 
copy  of  such  petition  with  such  other  information  as  may  be  neces- 
sary to  present  the  questions  involved,  to  the  state  board  of  tax 
commissioners,  which  shall  have  the  power  to  aftirm  or  decrease 
the  amount  of  such  additional  appropriation  of  any  such  municipal 
corporation  after  a  hearing  as  hereinafter  required.  The  state 
board  of  tax  commissioners  shall  fix  a  time  and  place  for  the  hear- 
ing of  such  matter,  which  shall  not  be  less  than  five  or  more  than 
fifteen  days  thereafter,  and  said  hearing  shall  be  held  in  the  taxing 
unit  or  in  the  county  where  such  taxing  unit  is  located,  which  pro- 
poses to  make  additional  appropriation  to  the  regular  budget  as 
finally  determined  upon.  Notice  of  such  hearing  shall  be  given  by 
the  state  board  of  tax  commissioners  to  the  executive  officer  of  the 
taxing  unit  and  to  the  first  ten  taxpayer  petitioners  upon  such  peti- 
tion, by  a  letter  by  the  secretary  or  one  member  of  the  state  board 
of  tax  commissioners,  and  enclosed  in  a  sealed  envelope  with  full 
prepaid  postage,  addressed  to  said  officer  and  taxpayers  at  their 
usual  place  of  residence  at  least  five  days  before  the  date  of  the 
hearing.  The  decision  of  the  state  board  of  tax  commissioners 
upon  the  expenditure  of  such  additional  amount  of  money,  or  any 
part  thereof  as  may  have  been  determined  upon,  shall  be  final  and 
conclusive. 

Any  officer  or  officers  of  any  municipal  corporation  having 
authority  by  law  to  make  appropriations  for  the  expenditure  of 
public  money,  who  shall  appropriate  any  money  for  any  item  set 
forth  in  the  published  budget,  or  for  any  item  as  modified  on  the 
order  of  the  state  board  of  tax  commissioners,  in  excess  of  the 
amount  estimated  to  be  expended  in  such  budget,  or  in  excess  of  any 
additional  expenditure  without  having  first  given  notice  to  the  tax- 
payers and  allowing  taxpayers  the  right  to  appeal  to  the  state  board 
of  tax  commissioners,  as  herein  provided,  shall  be  guilty  of  mal- 
feasance in  office  and  shall  be  liable  to  such  municipal  corporation 
in  the  amount  of  such  excess  so  appropriated,  together  with  the 
costs  of  said  action  and  reasonable  attorney  fees  with  a  penalty  of 
25  per  cent  of  such  amount,  recoverable  in  an  action  (or  suit)  in- 
stituted in  the  name  of  the  State  of  Indiana  upon  the  relation  of  any 
taxpayer  or  taxpayers  in  such  municipal  corporation. 

It  shall  be  unlawful  for  the  legal  officer  or  officers  of  any  such 
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municipal  corporation  to  make  any  levy,  any  appropriation,  any  rate, 
or  certify  to  the  county  auditor  any  levy  or  rate  in  excess  of  the 
levy  or  rate  set  forth  in  the  puhlished  budget,  and  any  appropria- 
tion, levy,  rate  or  certification  of  a  rate  made  to  the  county  auditor 
in  excess  of  the  levy  or  levies  or  in  excess  of  the  rate  or  rates  set 
forth  in  the  published  budget,  except  as  provided  in  this  act,  shall 
be  absolutely  void  as  to  such  excess. 

This  act  shall  not  in  any  way  limit  or  affect  any  right  of  the 
officer,  or  officers,  of  any  municipal  corporation  to  make  an  appro- 
priation, or  appropriations,  which  does  not  affect  the  tax  levy  of 
such  corporation,  for  the  purpose  of  authorizing  or  making  possible 
contracts  for  the  discovery  of  and  report  for  assessment  and  taxa- 
tion of  omitted  property,  and  for  the  causing  of  the  taxes  on  the 
same  to  be  collected,  which  contract  provides  the  payment  for  the 
service  performed  or  results  obtained  thereunder  shall  be  made 
from  the  taxes  or  penalties  so  collected. 

Experience  of  Carroll  County 

In  September,  1923,  an  appeal  was  taken  by  taxpayers  in  Carroll 
County.  When  the  budget  was  published,  it  showed  that  the  county 
officials  were  asking  an  increase  of  four  cents  in  the  county  levy. 
When  the  taxpayers  appeared  before  the  county  council  at  the  time 
the  levy  was  fixed,  they  were  ignored  and  no  consideration  shown 
them.  At  the  hearing  on  the  appeal  before  the  State  Tax  Board  it 
was  shown  that  the  county  had  on  January  1,  1923,  a  balance  in  the 
general  fund  of  $192,000  with  a  budget  of  only  $80,000.  As  a 
result  of  the  hearing  the  entire  county  levy  was  wiped  out  for  the 
year.  The  budget  form  only  calls  for  a  working  balance  to  run  the 
county  six  months  and  does  not  contemplate  such  large  balances  as 
was  shown  in  that  case. 

In  September,  1924,  the  county  council  fixed  the  levy  for  county 
purposes  for  the  coming  year  at  four  cents  on  the  hundred  dollars. 
Ten  or  more  taxpayers  appealed  to  the  State  Board  to  review  the 
levy  and  at  the  hearing  it  was  shown  that  on  January  1,  1924,  there 
was  a  balance  in  the  general  fund  of  $172,585  with  a  budget  of 
$89,000  for  this  year.  The  budget  for  the  coming  year  is  $77,950. 
By  adding  receipts  other  than  taxes  and  poll  tax  it  was  shown  that 
on  January  1,  1926,  there  would  be  a  balance  in  the  general  fund 
of  that  county  from  $45,000  to  $50,000,  and  again  the  entire  county 
levy  was  wiped  out. 

School  City  of  Indianapolis 

August,  1925,  the  school  city  of  Indianapolis  published  a  budget 
and  a  proposed  tax  levy  of  $1.36  on  each  one  hundred  dollars.  The 
Indiana  Taxpayers  Association  has  its  headquarters  in  this  city  and 
its  executive  secretary  has  been  very  watchful  of  bond  issues  and 
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tax  levies.  The  civil  committee  of  the  Chamber  of  Commerce  was 
also  busy  and  its  expert  was  giving  personal  attention  to  aiding  in 
making  proper  reductions  in  the  budget.  The  budget  was  trimmed 
and  the  levy  was  reduced  by  the  School  City  to  $1.10,  which  was  a 
reduction  of  $1,695,200. 

But  for  the  right  of  appeal  to  the  tax  board  no  such  reduction 
would  have  been  made. 

In  Sullivan  County 

Taxpayers  of  Sullivan  County  in  September,  1924,  filed  a  petition 
to  review  their  tax  levies.  It  was  shown  that  the  local  officers  had 
increased  the  county  levy  from  thirty  cents  to  forty-one  cents  and 
for  gravel-road  repair  fund  from  twenty-five  cents  to  fifty  cents  on 
each  one  hundred  dollars.  The  budget  as  published  called  for 
$152,357  and  the  forty-one  cent  levy  with  the  receipts  other  than 
taxes  was  shown  to  raise  $190,000.  The  levy  was  reduced  and 
fixed  by  this  Board  at  thirty-two  cents  on  the  one  hundred  dollars 
and  the  gravel-road  repair  levy  left  at  twenty-five  cents.  That  was 
shown  to  raise  more  than  the  average  per  mile  in  the  State.  This 
reduction  was  a  saving  of  $134,810  in  that  county  for  the  coming 
year. 

In  September,  1925,  the  taxpayers  filed  a  petition  to  review  the 
county  levies.  At  the  hearing  it  was  shown  that  the  officers  under 
the  item  of  bridge  repair  had  the  amount  of  $25,860  without  giving 
the  location  of  the  bridge  or  bridges.  The  law  says  the  officers 
shall  set  out  in  detail  and  this  failure  to  itemize  caused  the  state 
board  to  eliminate  that  item  and  the  levy  was  reduced  accordingly. 
Another  item  of  $60,000  for  repair  of  the  court  house  was  added  by 
the  county  council  which  was  not  included  in  the  published  budget. 
The  taxpayer  having  had  no  notice  of  this  item,  it  was  not  approved 
and  no  levy  provided  therefore.  The  levy  in  1925  was  reduced 
twenty-six  cents  on  the  hundred  dollars,  which  amounted  to  $85,860. 

LaPorte  County 

A  similar  condition  was  shown  in  LaPorte  County.  The  officers 
in  the  budget  simply  gave  the  total  amount,  and  where  it  said  give 
location,  the  officers  inserted  the  words  "  in  the  county."  That  was 
self-evident  because  the  county  could  not  build  bridges  except  within 
the  county.  At  that  hearing  the  spokesman  of  the  taxpayers  related 
an  instance  where  a  bridge  was  built  in  Hanna  Township  across  a 
stream  where  there  was  no  public  highway.  That  occurred  before 
the  passage  of  the  new  law. 

Other  Instances 

At  one  of  the  hearings  held  local  officers  had  figured  on  receipts 
other  than  taxes  at  $7,000.     The  officers  were  called  on  to  produce 
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the  record  and  it  was  shown  that  the  amount  was  really  in  excess 
of  $35,000.  A  reduction  in  the  levy  was  made  amounting  to  $28,000 
in  taxes. 

In  another  instance  a  levy  of  fifty-five  cents  had  been  fixed  by 
the  local  officers  for  tuition  purposes.  It  was  shown  that  a  large 
balance  was  being  carried  over  and  the  attorney  of  the  trustee  ad- 
mitted that  the  entire  levy  could  be  wiped  out  and  still  leave  a  nice 
balance  on  hand  at  the  end  of  the  school  year. 

In  another  case  at  the  hearing  before  this  board  it  was  shown 
that  a  sinking-fund  levy  of  twenty-five  cents  was  proposed  when 
there  was  a  balance  in  the  sinking  fund  in  excess  of  the  debt  with 
another  installment  to  collect  of  taxes  levied  in  1923  without  any 
necessity  for  such  levy.  That  levy  was  not  reviewed — 1923 — hence 
nothing  could  be  done  to  change  that  levy.  Many  other  similar  in- 
stances might  be  given. 

How  Hearings  Can  Be  Had 

If  objection  is  made  to  any  budget  item  or  to  the  amount  in  the 
budget  and  the  local  officers  at  such  hearing  do  not  give  proper 
heed  to  the  demands  of  the  taxpayers,  the  taxpayers,  ten  or  more, 
may  file  a  petition  with  the  county  auditor  on  or  before  the  fourth 
Monday  of  September,  and  demand  that  the  budget  and  tax  rate  be 
reviewed  by  the  State  Tax  Board.  A  hearing  is  then  held  by  the 
State  Tax  Board  in  the  county  where  the  taxing  unit  is  located,  and 
after  such  hearing  it  has  authority  to  approve  or  reduce  the  tax 
levy  —  no  increase  can  be  made  by  the  State  Tax  Board.  The 
Board's  action  on  such  levy  is  final. 

The  theory  of  the  law  is  that  the  taxpayers  who  pay  the  cost  of 
government  have  a  right  to  know  what  their  money  is  to  be  used 
for  and  entitled  to  a  hearing,  and  if  they  are  not  satisfied  with  the 
action  of  the  local  officers  they  can  file  their  petition  with  the  county 
auditor  for  a  hearing  by  the  State  Board. 

Hearings  are  Informal 

The  hearings  are  informal.  The  taxpayers  are  not  required  to 
employ  attorneys  to  represent  them  at  the  hearing.  There  is  no 
objection  when  attorneys  are  employed  but  the  idea  is  that  the  tax- 
payers should  feel  free  to  take  the  appeal  and  not  be  compelled  to 
incur  the  burden  of  paying  attorney  fees  when  an  honest  attempt  is 
made  to  reduce  the  tax  burdens.  All  that  is  required  of  the  tax- 
payers is  that  they  appear  at  the  hearing  and  in  their  own  way  give 
the  reasons  for  objecting  to  the  proposed  tax  levy  or  bond  issue  as 
the  case  may  be. 

Xo  costs  attach  to  any  of  these  hearings.  The  law  does  not  pro- 
vide for  witness  fees ;  hence  no  costs  can  be  taxed  against  the  tax- 
payers in  taking  any  of  these  appeals.    The  jurisdiction  of  the  State 
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Tax  Board  is  limited  to  approving  or  reducing  tax  levies  and  to 
approving,  reducing  or  denying  bond  issues.  In  no  instance  can 
there  be  any  increase  in  tax  levies  or  bond  issues  as  a  result  of 
any  appeal. 

Reduction  in  Levies 

In  the  year  1919,  the  State  Tax  Board  when  it  had  control  over 
all  levies,  reduced  levies  amounting  to  $11,617,037.  In  1921,  with 
authority  to  review  only  on  petition  of  ten  or  more  taxpayers,  the 
State  Board  reviewed  tax  levies  in  forty-two  taxing  units  and  made 
reductions  in  thirty-nine  taxing  units,  the  reduction  amounting  to 
$1,254,448. 

In  1922,  the  tax  levies  in  seventy-four  taxing  units  were  reviewed 
and  reductions  made  in  forty-six  taxing  units,  amounting  to  $1,034,- 
572. 

In  1923,  the  tax  levies  in  thirty-seven  taxing  units  were  reviewed 
and  reductions  were  made  in  twenty-five  taxing  units,  amounting 
to  $1,874,070. 

In  1924,  the  tax  levies  in  forty-two  taxing  units  were  reviewed 
and  reductions  were  made  in  forty-one  taxing  units,  amounting  to 
$1,467,345. 

In  1925,  tax  levies  in  one  hundred  and  thirteen  taxing  units  were 
reviewed  and  reductions  were  made  in  sixtv-five,  amounting  to 
$1,554,004. 

In  1926,  tax  levies  in  ninety-five  taxing  units  were  reviewed  and 
reductions  were  made  in  fifty-one,  amounting  to  $1,639,187. 

In  1927,  tax  levies  in  one  hundred  and  thirty-four  taxing  units 
were  reviewed  and  reductions  were  made  in  seventy-seven,  amount- 
ing to  $4,674,623.50. 

This  was  the  largest  number  of  appeals  taken  on  tax  levies  since 
the  amendment  of  1921,  and  many  of  these  appeals  were  due  to  the 
activity  of  the  taxpayers'  association  and  farm  federation. 

The  possibility  of  an  appeal  to  the  State  Board  operates  auto- 
matically as  a  restraint  on  most  local  taxing  officials.  The  law, 
therefore,  has  a  corrective  influence  far  beyond  the  specific  cases 
in  which  reductions  are  ordered  upon  appeal  and  reviewed  by  the 
State  Board. 

There  are  more  than  two  thousand  taxing  units  in  the  state,  and 
from  the  foregoing  it  can  be  seen  that  all  the  taxpayers  have  not 
availed  themselves  of  the  right  given  them  of  having  tax  levies 
reviewed. 

Reviewing  Bond  Issues 

If  the  remedy  would  only  apply  to  tax  levies  the  problem  would 
only  be  partially  solved.  Amended  Section  201  of  the  Indiana  Tax 
Law  refers  to  bond  issues  and  provides  that  whenever  the  proper 
officers  of  any  municipal   corporation   contemplate   the   issuing  of 
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any  bonds  or  other  evidences  of  indebtedness  in  amounts  in  excess 
of  $5,000  two  weeks'  notice  of  such  determination  must  be  given 
the  taxpayers.  Such  notice  must  show  what  the  money  is  to  be  used 
for  and  the  assessed  valuation  of  the  municipal  corporation  and  its 
total  indebtedness.  The  notice  also  contains  the  information  that 
ten  or  more  taxpayers,  other  than  those  who  pay  poll  tax  only,  who 
feel  themselves  aggrieved  by  such  determination  may  appeal  to  the 
State  Board  of  Tax  Commissioners  for  further  action  by  filing  a 
petition  therefor  with  the  county  auditor  setting  out  that  such  con- 
templated improvement  is  unnecessary,  unwise,  or  the  cost  thereof 
is  excessive. 

Holding  of  Supreme  Court 
Under  the  law  as  passed  in  1919,  all  bond  issues  had  to  be  sub- 
mitted to  the  State  Tax  Board.  This  power  conferred  upon  the 
State  Board  was  questioned  in  the  courts.  The  Supreme  Court  of 
Indiana  in  the  case  of  Van  Hess  v.  Board,  190  Indiana  347  (354), 
held: 

"  Questions  of  the  expediency  of  improving  this  particular 
six  miles  and  a  half  of  highway,  at  an  expense  of  $30,000  per 
mile,  and  paying  for  it  out  of  the  taxes  to  be  collected  in  a  cer- 
tain number  of  years,  instead  of  using  those  taxes  to  improve 
or  to  maintain  some  part  of  the  other  hundreds  of  miles  of 
highways  in  the  county,  or  to  pay  for  school  houses,  or  bridges, 
or  a  courthouse  or  jail,  or  something  else  for  public  use,  and 
instead  of  collecting  a  less  amount  of  taxes,  must  be  decided 
by  somebody.  For  there  is  a  necessary  limit  to  the  amount  of 
taxes  that  can  be  collected  in  any  one  year,  and  a  limit  to  the 
amount  of  taxes  that  ought  to  be  levied,  even  though  it  might 
be  possible  to  collect  them.  And  whatever  part  of  such  taxes 
are  used  to  pay  for  this  highway  cannot  be  used  for  other 
public  purposes,  nor  can  the  people  use  for  private  purposes 
what  they  are  compelled  to  pay  as  taxes.  *  *  * 

*'  Which  of  the  different  possible  improvements  that  would 
be  of  public  utility  shall  have  the  preference  or  whether  any 
of  them  shall  be  undertaken  at  a  given  time,  are  not  judicial 
questions,  but  are  such  questions  as  may  be  referred  to  a  public 
board  charged  with  duties  in  the  assessment  of  property  and 
levy  of  taxes.  The  fact  that  the  state  board  of  tax  commis- 
sioners does  not  possess  judicial  powers  is  not  a  reason  why  it 
could  not  be  empowered  to  decide  that  question.  Boards  hav- 
ing to  do  with  the  levying  of  taxes  and  the  expenditure  of 
money  raised  by  taxation  must  always  exercise  a  discretion  as 
to  the  general  purpose  for  which  each  tax  should  be  levied  and 
the  amount  to  be  levied  for  each  of  such  purposes,  and  as  to 
the  nature  and  amount  of  each  specific  expenditure  from  any 
general  fund." 

This  opinion  was  given  concerning  the  law  as  passed  in   1919, 
and  before  the  amendment  of  1921  was  adopted.     Since  the  amend- 
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ment  of  1921  the  State  Tax  Board  has  nothing  to  do  with  any  bond 
issues,  except  when  ten  or  more  taxpayers  file  their  petition  asking 
the  State  Board  to  pass  on  any  bond  issue.  This  removes  the  ob- 
jection made  in  1919  of  a  centralized  board  interfering  in  local 
matters. 

Further  Decisions 

In  the  case  of  State  ex  rel.  v.  Evaiis,  197  Ind.  656,  wherein  the 
constitutionality  of  this  law  authorizing  appeal  to  the  State  Board 
was  again  questioned,  the  Supreme  Court  said: 

"  That  such  a  statute  is  not  unconstitutional  because  of  the 
objections  urged  against  it  by  appellant  was  decided  in  a  recent 
case  and  we  adhere  to  that  opinion." 

In  the  case  of  State  ex  rel.  v.  Leonard,  198  Ind.  356,  the  Supreme 
Court  said : 

"  The  relators  contend  that  said  Section  4  of  said  act  of  1921 
(Section  201  of  the  Acts  of  1919)  which  conferred  upon  the 
State  Board  of  Tax  Commissioners  control  and  authority  over 
bond  issues  was  void,  because  in  violation  of  the  State  Consti- 
tution. This  court  has  decided  that  such  power  and  authority 
can  be  delegated  to  the  State  Board  of  Tax  Commissioners  by 
the  general  assembly  and  that  such  a  statute  is  not  unconstitu- 
tional." 

In  the  case  of  State  ex  rel.  v.  Cooper,  97  Ohio  St.  86.  119  N.  E. 
253,  the  Supreme  Court  of  Ohio  said: 

'■  It  is  also  contended  that  the  delegation  by  the  Legislature 
to  the  budget  commissioners  of  the  power  to  adjust  the  tax 
rates  among  the  various  taxing  districts  is  a  delegation  of  legis- 
lative power.  *  *  *  The  Legislature,  under  the  law  involved, 
has  placed  certain  limitations  upon  the  taxing  districts  of  the 
State.  These  limitations  are  purely  legislative.  It  has  also 
provided  for  an  administrative  and  ministerial  body  for  the 
purpose  of  ascertaining  the  facts  concerning  various  budgets 
submitted  with  a  discretionary  power  to  revise  the  tax  rates  in 
certain  districts.  It  is  evident  that  this  can  be  done  only 
through  an  administrative  agency  after  an  ascertainment  of 
facts  prerequisite  to  administrative  action.  This  is  in  no  wise 
a  delegation  of  legislative  power,  and  in  that  respect  the  ap- 
pointment and  official  action  of  the  budget  commissioners  do 
not  violate  the  organic  law." 

How  THE  State  Board  Acquires  Jurisdiction 
It  is  only  when  the  local  taxpayers  themselves  have  some  differ- 
ences as  to  the  wisdom  of  spending  the  money  proposed  by  the 
bond  issue  and  ten  or  more  of  the  taxpayers  file  a  petition  that  the 
State  Tax  Board  acquires  jurisdiction. 

Judging  from  its  duties  and  powers,  the  State  Tax  Board  is  a 
proper  board  to  consider  questions  of  tax  levies  and  bond  issues. 
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The  State  Board  of  Tax  Commissioners  is  composed  of  three 
commissioners  appointed  by  the  governor,  each  for  a  term  of  four 
years,  not  more  than  two  of  whom  shall  belong  to  the  same  political 
party.  The  Board  with  the  advice  and  consent  of  the  governor  has 
power  to  employ  such  counsel,  engineers,  examiners,  experts,  clerks, 
accountants,  and  other  assistants  as  it  may  deem  necessary. 

Duties  of  State  Board 

This  Board  has  original  jurisdiction  in  assessing  all  railroads, 
both  steam  and  electric,  telegraph  and  telephone  lines,  pipe  lines, 
express  companies,  sleeping-car  companies,  all  public  utilities,  banks 
and  trust  companies,  and  building  and  loan  associations.  It  has 
charge  of  the  inheritance  tax  department.  It  has  authority  to 
equalize  assessments  between  counties  of  the  State.  It  has  a  right 
on  its  own  initiative  to  certify  for  review  and  reassessment,  any 
assessment  in  the  State.  Taxpayers  have  a  right  to  appeal  to  this 
Board  from  the  action  of  the  local  board  of  review.  The  law  re- 
quires that  the  members  of  the  Board  devote  all  their  time  to  the 
duties  of  the  office. 

Action  on  Bond  Issues 

The  following  shows  bonds  approved  and  disapproved  from 
March  11,  1919  to  December  31,  1920,  during  which  time  the  State 
Board  had  jursidiction  over  all  bond  issues: 

Approved  Disapproved 

County  unit  roads    $5,186,750  $2,235,664 

County  buildings  and  bridges....  5,292,993  807,600 

Township  roads    21,249,993  2,598,562 

Township  schools   5,272,776  i>863,553 

Civil  cities  and  towns   8,826,715  948,138 

School  cities  and  towns 12,741,044  739.500 

$58,569,335  $9,193,617 

The  following  gives  the  action  of  the  Board  on  appeals  on  bond 
issues  approved  and  disapproved  from  March  10,  1921  to  and  in- 
cluding December  31.  1927,  under  the  law  as  amended  in  1921  and 
1925,  providing  jurisdiction  only  on  appeal  of  ten  or  more  tax- 
payers : 

Approved  Disapproved 

County  unit  roads    $6,019,496  $5,362,510 

Township  roads    7,087,906  10,562,235 

County  buildings  and  bridges....        1,320,820  393,000 

Township  schools   8,377,716  3,567,333 

City  schools 8,183,063  1,464,000 

Civil  cities  and  towns   2,394,817  1,233,500 

$33,383>8o8  $22,582,578 
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From  January  1,  1928  to  August  1st,  bond  issues  were  appealed  and 
approved  and  disapproved. 

The  fact  that  a  bond  issue  may  be  appealed  to  the  State  Board 
has  in  itself  tended  to  keep  down  the  prices  in  many  cases.  There 
have  been  many  instances  where  it  seemed  that  contractors  have 
gone  on  the  theory  that  it  was  perfectly  proper  to  prey  on  the  public 
and  "  get  while  the  getting  was  good." 

Lima  Road  in  Allen  County 

There  was  one  case  where  it  was  proposed  to  issue  bonds  in  the 
sum  of  $570,000  for  the  building  of  the  Lima  Road  in  Allen  County. 
A  petition  was  filed  with  the  county  auditor  asking  that  the  same 
be  reviewed  by  the  State  Tax  Board.  After  the  petition  had  been 
filed  the  contractor  voluntarily  appeared  before  the  board  of  county 
commissioners  and  asked  that  the  amount  be  reduced  $131,000. 
After  a  full  hearing  by  the  State  Board,  the  bond  issue  was  dis- 
approved. The  county  commissioners  advertised  for  new  bids  and 
re-let  the  contract  for  $201,000  less.  The  original  contractor  filed 
suit  enjoining  the  commissioners  from  re-letting  the  contract.  It 
was  the  contention  of  the  Tax  Board  that  the  contract  was  not  a 
completed  contract  until  the  bonds  were  approved  or  the  time  for 
taking  the  appeal  had  elapsed.  The  local  court  sustained  the  posi- 
tion of  the  Tax  Board  and  the  contractor  appealed  the  case  to  the 
Supreme  Court  of  Indiana  and  that  court  affirmed  the  decision  of 
the  lower  court. 

Supreme  Court  on  Effect  of  Board  Decision 
We  take  the  following  from  the  opinion  of  the  Supreme  Court : 

"  The  court  holds  that  the  alleged  agreement  entered  into 
between  appellants  and  appellees  March  29,  1921,  was  tentative 
only  and  contingent  upon  the  action  of  the  board  of  tax  com- 
missioners upon  the  petition  objecting  to  the  issue  of  bonds, 
and,  such  boards  having  granted  the  petition  and  disapproved 
the  issue  of  the  bonds,  that  such  agreement  did  not  ripen  into  a 
consummated  contract.  It  follows  that  the  provisions  of  sec- 
tion 201  of  the  Tax  Act  as  amended  became  a  part  of  the  ten- 
tative agreement  entered  into  by  the  appellants  and  appellees 
on  the  29th  day  of  March,  1921,  as  though  written  therein  at 
full  length.  Therefore,  the  alleged  contract  in  question  was 
not  a  binding,  valid  contract  which  appellants  could  enforce, 
notwithstanding  provisions  of  section  201  of  the  Tax  Act  as 
amended,  and  that  the  action  of  the  Board  of  County  Commis- 
sioners in  April,  1921,  pretending  to  cancel  said  agreement  was 
of  no  force  or  effect,  for  the  reason  that  the  action  of  the  state 
board  of  tax  commissioners  in  disapproving  the  bond  issue  was 
as  complete  a  rescission  of  the  unconsummated  contract  as 
though  the  contract  itself  had  had  written  therein  a  provision 
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that  it  was  subject  to  the  action  of  the  state  board  of  tax  com- 
missioners, if  invoked  according  to  law,  and  void,  and  of  no 
force  and  effect,  provided  such  tax  commissioners  disapproved 
the  proposed  issue  of  bonds  determined  upon  by  the  board  of 
commissioners.  The  parties  to  the  agreement  were  not  legally 
competent  to  enter  into  a  binding  contract  in  compliance  with 
amended  section  201  of  the  act  concerning  taxation. 
O'Connor  v.  Board,  142  N.  E.  858  (86)." 

Vigo  County  Roaus 

Another  instance  was  the  building  of  the  White  and  Fromme 
Roads  in  the  City  of  Terre  Haute,  Vigo  County,  Indiana.  The 
first  hearing  on  the  petition  of  the  taxpayers  against  the  bond  issue 
was  held  in  November,  1922.  At  the  hearing  it  was  sho\v'n  that  the 
taxpayers  originally  petitioned  for  an  eight-inch  slab  cement  road 
to  be  built  according  to  State  Highway  approved  specifications.  It 
was  shown  at  the  first  hearing  that  after  the  roads  were  approved 
by  the  Board  of  County  Commissioners  the  brick  interests  took  the 
county  commissioners,  viewers,  and  county  engineers  on  a  junket- 
ing trip  to  Kansas  City,  Missouri,  and  when  the  report  of  the  view- 
ers was  filed,  the  specifications  were  changed  from  an  eight-inch 
slab  concrete  road  to  a  brick  road.  Evidence  further  showed  that 
this  would  increase  the  cost  of  the  road  from  fifteen  to  eighteen 
thousand  dollars  per  mile.  The  bonds  were  disapproved  by  the  Tax 
Board  and  thereafter  the  board  of  county  commissioners  had  made 
another  entry  to  issue  bonds  and  again  a  petition  was  filed  by  the 
taxpayers  asking  that  the  same  be  reviewed  by  the  State  Board  and 
another  hearing  held  and  a  second  disapproval.  Every  effort  known 
to  man  was  made  by  the  contractor  to  control  the  action  of  the 
Board.  The  Terre  Haute  Chamber  of  Commerce,  Kiwanis  Club, 
Rotary  Club,  the  Banks  of  the  Wabash  Club,  all  adopted  resolutions 
favoring  the  bond  issue  and  political  pressure  was  exerted,  but  with- 
out avail.  It  came  up  a  third  time  and  it  was  again  denied.  There- 
after, the  specifications  were  changed  to  comply  with  the  original 
petition  filed  by  the  taxpayers  and  the  contract  was  let  about  six 
months  ago  for  $65,000  less,  and  since  that  time  the  contractor  him- 
self admitted  that  the  Board  was  right  in  its  action,  but  as  long  as 
there  was  an  opportunity  to  approve  the  first  contract,  the  Tax  Board 
was  all  wrong.     These  two  roads  were  each  two  miles  long. 

Newton  County  Gravel  Roads 

In  Newton  County  a  bond  issue  was  appealed  to  the  State  Board 
providing  for  the  building  of  three  gravel  roads.  Information 
secured  by  the  Board  was  that  the  price  was  entirely  too  high.  The 
roads  were  merely  ordinary  gravel  roads.  The  bonds  were  disap- 
proved.   The  matter  was  brought  up  a  second  time  and  disapproved 


STATE  SUPERVISION  OF  PUBLIC  EXPENDITURES        111 

again.  The  county  auditor  was  notified  that  the  Tax  Board  would 
disapprove  it  as  often  as  it  came  before  it  until  the  board  of  county 
commissioners  would  re-advertise  and  receive  new  bids;  the  Tax 
Board  feh  certain  that  the  price  was  too  high.  This,  of  course, 
was  before  the  decision  of  the  Supreme  Court  in  the  O'Connor  case 
and  the  contractors  had  not  yet  been  convinced  that  when  the  bonds 
were  disapproved  that  terminated  their  contract.  In  that  county 
the  commissioners  advertised  for  new  bids  and  the  contract  was  let 
for  $32,099  less  on  three  gravel  roads. 

School  City  of  Indianapolis 

In  October,  1923,  the  school  city  of  Indianapolis  determined  to 
issue  bonds  in  the  sum  of  $1,650,000  for  the  building  of  eight  new 
school  buildings.  Ten  or  more  taxpayers  filed  their  petition  asking 
for  a  review  by  the  State  Tax  Board.  A  public  hearing  was  had 
and  the  State  Tax  Board  found  that  there  was  a  necessity  for  the 
new  school  buildings  and  entered  a  preliminary  finding  that  the 
school  city  should  adopt  proper  plans  and  specifications,  advertise 
for  and  receive  bids,  and  that  if  proper  bids  were  received  bonds 
would  be  approved.  The  school  city  accepted  the  aid  of  the  engi- 
neer of  the  State  Tax  Board  and  plans  were  prepared  and  in  proper 
time  bids  were  received.  The  contractors  knew  that  proper  bids 
must  be  filed;  that  all  bids  would  be  carefully  scrutinized,  and  when 
this  was  done  it  was  found  that  bids  for  the  eight  new  buildings,  all 
complete,  were  for  $436,000  less  than  the  total  amount  asked  for. 
Nothing  like  that  had  occurred  in  the  city  of  Indianapolis  for  many 
years.  The  buildings  have  since  been  completed  and  are  a  credit 
to  the  city. 

County  Unit  Road  in  Vanderburgh  County 

In  1925  the  County  Commissioners  of  Vanderburgh  County  de- 
termined to  issue  bonds  in  the  sum  of  $325,000  for  the  building  of 
the  Outer  Cynthiana  Road.  The  road  is  less  than  nine  miles  long. 
Ten  or  more  taxpayers  filed  their  petition  for  a  review  of  the  bond 
issue  and  a  hearing  was  had.  On  a  personal  inspection  of  the  road 
it  was  found  that  the  road  was  an  old  pike  with  a  good  foundation 
along  most  of  the  road,  and  that  the  county  had  just  completed  sev- 
eral miles  of  improved  road  at  greatly  reduced  price.  The  attorney 
for  the  road  is  a  very  genial  fellow  and  when  the  hearing  came  on 
all  the  petitioners  for  the  hearing  seemed  to  have  been  prevailed 
upon  to  remain  away  and  only  the  secretary  of  the  Evansville 
Chamber  of  Commerce  and  Mr.  Sonntag  representing  the  taxpayers' 
association  appeared.  The  bond  issue  was  disapproved.  There  was 
no  doubt  that  the  road  could  be  built  for  less  than  one-third  the 
proposed  bond  issue. 
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Other  Instances 

In  Sullivan  County  recently  when  the  bond  issue  for  the  Hymera 
Road  was  considered,  this  board  directed  the  county  board  of  com- 
missioners to  advertise  and  receive  bids  according  to  the  provisions 
of  the  amendment  of  1921  and  shown  as  201a  in  the  law.  The 
commissioners  were  contemplating  letting  the  contract  not  to  the 
lowest  bidder,  but  to  one  whose  bid  was  $5,000  higher  than  the  low 
bidder.  This  board  notified  the  local  officers  that  unless  the  con- 
tract was  awarded  to  the  low  bidder,  the  bonds  would  be  disap- 
proved. 

In  Vigo  County  there  is  a  case  pending  before  the  Board  on  a 
county  unit  road  wherein  the  county  commissioners  indicated  that 
they  were  letting  the  contract  to  one  whose  bid  was  $8,800  higher 
than  the  low  bidder  who  had  filed  a  proper  bond  with  his  bid.  The 
State  Board  notified  the  county  commissioners  that  unless  they  would 
accept  the  lowest  bid,  bonds  would  be  disapproved. 

On  a  hearing  at  LaFayette  one  of  the  members  of  the  school  ad- 
mitted publicly  that  as  a  result  of  the  hearing  on  the  bond  issue  for 
the  high  school,  he  was  satisfied  they  had  saved  not  less  than  $15,000 
on  a  bond  issue  of  $280,500  by  getting  a  more  favorable  bid. 

It  has  been  the  practice  in  many  places,  before  a  contractor  could 
get  in  on  any  work  he  had  to  see  persons  of  influence  and  some- 
times do  things  that  were  questionable.  Under  the  practice  in  In- 
diana, when  the  bond  issue  is  before  the  state  board,  he  has  the 
assurance  that  if  he  files  a  proper  bond  and  his  bid  is  low,  he  will 
get  the  contract  or  the  bond  issue  will  be  denied. 

How  Question  Can  Be  Solved 

Taxpayers  in  almost  every  county  in  the  State  have  learned  that 
the  right  given  them  under  the  law  to  appeal  from  local  tax  levies 
and  bond  issues  has  been  a  material  aid  in  keeping  down  expenses 
and  stopping  the  reckless  expenditure  of  money.  The  question  of 
taxation  will  never  be  solved  until  the  taxpayers  have  some  voice  in 
controlling  expenditures  and  some  effective  methods  in  putting  it 
in  force. 

Candidates  for  office  are  generally  very  liberal  in  making  prom- 
ises that  they  will  reduce  taxes  if  elected  to  office.  No  sooner  do 
they  get  into  office  than  it  is  quite  convenient  to  forget  the  promises 
made,  and  it  is  easier  to  yield  to  the  demands  of  those  who  are 
always  ready  to  urge  improvements  whether  needed  or  not. 

The  citizenship  of  the  State  of  Indiana  is  well  satisfied  with  the 
present  law,  and  what  changes  will  be  made  will  be  in  line  of 
strengthening  the  law. 
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Indiana  Taxpayers  Association 

This  organization  composed  of  leading  citizens  of  both  political 
parties  has  done  much  good  the  past  few  years  in  taking  the  lead  in 
many  counties  in  having  budgets  properly  examined  and  reviewed 
where  proper  changes  were  not  made  by  local  officers.  This  Asso- 
ciation has  taken  the  position  that  the  honest  official  should  not 
object  to  a  review  of  bond  issues  and  tax  levies,  for  if  the  demands 
are  just,  there  will  be  no  difficulty  in  having  the  same  approved  by 
the  State  Board.  Mr.  Harry  Miesse,  the  Secretary  of  this  organ- 
ization, has  given  a  great  deal  of  unselfish  service  in  the  interest 
of  all  the  taxpayers  of  the  State  and  many  who  in  times  past  have 
found  fault  with  his  work,  now  realize  that  the  interest  of  the  tax- 
payers can  only  be  protected  by  a  live,  active  and  vigilant  citizenship. 

Indiana  Farm  Federation 

Has  done  much  work  in  bringing  about  a  better  understanding 
on  the  question  of  taxation  during  the  past  year.  Its  officers  have 
aided  in  reviewing  budgets  and  examining  tax  levies,  and  much 
was  accomplished  by  this  organization.  Other  organizations  might 
well  follow  the  lead  of  the  Farm  Federation  and  Taxpayers'  Asso- 
ciation, for  there  is  still  much  to  be  accomplished. 

"  Come,  let  us  reason  together,"  is  a  better  guide  than  stirring  up 
hatred  and  litigation,  which  many  times  serves  very  little  in  bring- 
ing about  equitable  valuations  of  property. 

Law  as  to  Bond  Issues 

The  law  applying  to  bond  issues  as  amended  in  1921,  with  the 
section  added  in  1925,  is  as  follows : 

Bond  Issues — How  to  Appeal  to  State  Board. 

201.  Any  municipal  corporation,  through  its  proper  legal  officers, 
may  issue  such  bonds  or  other  evidences  of  indebtedness  as  it  may 
deem  necessary.  In  the  event  that  the  proper  legal  officers  of  any 
municipal  corporation  shall  determine  to  issue  any  bonds  or  other 
evidence  of  indebtedness,  excepting  temporary  obligation,  exceed- 
ing five  thousand  dollars,  notice  of  such  determination  shall  be 
given  by  publication  for  two  weeks  in  two  leading  newspapers  of 
opposite  political  parties  published  in  such  taxing  district,  or  in  one 
such  paper  if  only  one  be  there  published,  or  in  case  no  newspaper 
is  there  published,  then  the  same  shall  be  published  in  any  two 
newspapers  representing  the  two  leading  political  parties,  published 
in  the  county  and  having  a  general  circulation  in  such  taxing  unit, 
or  if  only  one  such  paper  be  there  published,  then  such  notice  pub- 
lished in  such  paper  shall  be  sufficient  to  comply  with  the  require- 
ments herein,  and  by  posting  such  notice  in  three  public  places  in 
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such  taxing  district.  Ten  or  more  taxpayers  in  such  municipal  cor- 
poration, other  than  those  who  pay  poll  tax  only,  and  who  will  be 
affected  by  the  proposed  issuance  of  such  bonds  or  other  evidences 
of  indebtedness  and  wlio  may  be  of  the  opinion  that  such  bonds  or 
other  evidences  of  indebtedness  should  not  be  issued,  or  that  the 
proposed  issue  is  excessive  for  the  proposed  purpose  thereof,  may 
file  a  petition  in  the  office  of  the  county  auditor  of  the  county  in 
which  such  municipal  corporation  is  located,  within  fifteen  days 
after  notice  as  aforesaid  shall  have  been  given  that  the  issuance  of 
such  bonds  or  other  evidences  of  indebtedness  shall  have  been  de- 
termined upon  by  such  municipal  corporation,  setting  forth  their 
objection  thereto  and  facts  showing  that  the  proposed  issue  is  un- 
necessary, unwise  or  excessive,  as  the  case  may  be.  Upon  the  filing 
of  any  such  petition  the  county  auditor  shall  immediately  certify  a 
copy  thereof,  together  with  such  other  data  as  may  be  necessary  in 
order  to  present  the  questions  involved,  to  the  state  board  of  tax 
commissioners,  and  upon  the  receipt  of  such  certified  petition  and 
information  the  state  board  of  tax  commissioners  shall  fix  a  time 
and  place  for  the  hearing  of  such  matter,  which  shall  be  not  less 
than  five  or  more  than  thirty  days  thereafter,  and  said  hearing  shall 
be  held  in  the  taxing  unit  or  in  the  county  where  such  taxing  unit 
is  located,  which  proposes  to  issue  such  bonds  or  other  evidences 
of  indebtedness.  Notice  of  such  hearing  shall  be  given  by  the  state 
board  of  tax  commissioners  to  the  executive  officer  of  the  taxing 
unit  and  to  the  first  ten  taxpayer  petitioners  upon  such  petition,  by 
a  letter  signed  by  one  member  of  the  state  board  of  tax  commis- 
sioners and  enclosed  in  a  sealed  envelope  with  full  prepaid  postage 
addressed  to  said  officer  and  taxpayers  at  their  usual  place  of  resi- 
dence at  least  five  days  before  the  date  of  such  hearing.  The  de- 
cision of  the  state  board  of  tax  commissioners  upon  the  issuance  of 
said  obligations  and  the  amounts  thereof,  if  any,  which  may  be  law- 
fully issued,  shall  be  final.  The  hearings  by  the  state  board  of  tax 
commissioners  provided  for  in  this  act  may  be  held  by  one  member 
of  the  state  board  of  tax  commissioners,  or  by  any  special  represen- 
tative thereof,  who  shall  file  a  written  report  of  the  facts  submitted 
at  such  hearing  with  the  state  board  of  tax  commissioners,  and  said 
board  shall  thereupon  consider  such  written  report  together  with  the 
petition,  and  render  its  finding  thereon,  and  such  written  report  of 
the  hearing  shall  be  filed  with  the  papers  and  become  a  part  of  the 
record  of  the  state  board  in  the  case  so  heard.  All  bonds  or  other 
evidences  of  indebtedness  hereafter  issued  or  sold  by  any  municipal 
corporation  of  this  state  may  bear  interest  not  to  exceed  six  (6) 
per  cent  per  annum  provided  that  the  state  board  of  tax  commis- 
sioners shall  approve  all  such  issues  where  rate  of  interest  is  in 
excess  of  five  (5)  per  cent:  Provided,  further,  That  classes  of 
bonds  bearing  six  (6)  per  cent  interest  per  annum  previous  to  the 
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passage  of  this  act  shall  not  be  affected,  and  all  such  bonds  and  evi- 
dence of  indebtedness  shall  be  exempt  from  taxation.  *  *  *  * 
As  amended  Acts  1923,  p.  264. 

Bonds — Ordinance  of  Determination — Notice — Bids. 

201a.  That  whenever  any  municipality  or  taxing  district  in  the 
state  through  its  proper  legal  ofificers  shall  have  determined  upon 
the  construction  of  any  road,  bridge,  schoolhouse,  courthouse,  city 
hall  or  other  public  improvement  to  be  paid  for  out  of  the  proceeds 
of  a  sale  of  bonds  or  other  evidence  of  indebtedness,  for  the  re- 
demption or  payment  of  which  a  tax  levy  will  be  required  under 
any  law  of  this  state,  it  shall  be  the  duty  of  the  proper  legal  officers 
before  advertising  for  or  receiving  bids  for  the  construction  of  such 
improvement,  to  enter  upon  the  records  of  such  municipality  an 
ordinance  of  determination  to  issue  such  bonds  or  other  evidence 
of  indebtedness  as  the  same  is  now  required  by  law  and  shall  pub- 
lish or  post  notices  to  taxpayers  of  such  determination  as  the  same 
is  now  required  by  law.  Bids  for  the  construction  of  such  improve- 
ment shall  not  be  advertised  for  or  received  until  the  expiration  of 
the  time  within  which  interested  taxpayers  may  file  a  petition  for 
review  of,  or  remonstrance  against,  the  issuance  of  such  bonds  or 
other  evidence  of  indebtedness  to  be  heard  by  the  state  board  of  tax 
commissioners  as  the  same  is  now  provided  by  law,  and,  in  case 
such  petition  for  review  or  remonstrance  is  filed,  then  no  advertise- 
ment for  bids  for  the  construction  of  such  improvement  shall  be 
made  and  no  bills  shall  be  received  during  the  time  such  petition  for 
review  or  remonstrance  shall  remain  pending  before  said  state  board 
of  tax  commissioners,  except  that  said  state  board  may,  by  an  order 
duly  entered  in  such  pending  proceedings,  require  the  officers  of 
such  municipality  to  proceed  to  advertise  for  and  receive  bids  for 
the  construction  of  such  proposed  improvement  and  report  the 
result  thereof  within  not  more  than  five  days  thereafter  to  said  state 
board,  and  said  state  board  of  tax  commissioners  shall  thereafter 
within  not  more  than  fifteen  days  approve,  disapprove  or  reduce 
the  amount  of  or  the  rate  of  interest  on  such  proposed  bond  issue 
or  other  evidence  of  indebtedness  as  now  provided  by  law.  (§  1, 
Acts  1925,  p.  322.) 

"  Municipal  Corporation  "  Defined. 

202.  The  phrase  "  municipal  corporation  "  as  used  in  the  five 
preceding  sections  shall  be  deemed  to  include  a  county,  township, 
city,  incorporated  town,  school  corporation,  or  any  person,  persons, 
or  organized  body  authorized  by  law  to  establish  tax  levies  for  any 
purpose. 

As  amended  Acts  1925,  p.  359. 
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President  Coolidge,  in  reference  to  the  national  budget  law,  has 
said: 

"  The  budget  system  has  been  a  great  contributing  factor  to 
prosperit>-  at  home  and  for  peace,  reparations  and  restoration 
abroad." 

In  reference  to  local  expenses,  the  President  said: 

■■  How  great  a  need  exists  to  emphasize  the  homely  funda- 
mental virtue  of  government  economy  is  seen  when  we  con- 
template the  mounting  tide  of  expenditure  and  indebtedness 
of  municipal  and  state  governments.  This  tendency  is  one  of 
great  concern." 

The  Indiana  Plan 

Has  attracted  the  attention  of  students  everywhere.  Hon.  Arthur 
M.  Eraser,  in  an  address  to  the  Premier  at  Winnipeg,  Canada,  called 
attention  to  our  law  and  recommended  the  adoption  of  the  policy  of 
giving  ten  or  more  taxpayers  a  right  of  appeal  on  tax  levies  and 
bond  issues. 

Dr.  Adam  Short  made  a  similar  recommendation  at  Victoria, 
British  Columbia.  The  Minnesota  Legislature  considered  it  during 
one  of  its  recent  sessions. 

The  Western  States'  Taxpayers'  Conference  at  one  of  its  recent 
annual  meetings,  adopted  a  resolution  endorsing  the  Indiana  Plan 
of  controlling  bond  issues  and  tax  levies.  Twelve  states  belong  to 
that  conference. 

The  State  of  Iowa  adopted  the  Indiana  Plan  in  1923,  and  at  the 
National  Tax  Conference  held  at  Philadelphia,  when  I  called  on 
Governor  Hammil  to  give  his  opinion,  he  said : 

"  The  Commissioner  asked  me  how  it  was  working  out  in 
Iowa  and  he  also  referred  to  the  fact  that  some  men  were 
criticizing  him  yesterday  as  to  its  interfering  with  local  self- 
government. 

"  There  may  be  some  criticism  of  that  kind  or  character,  but 
when  taxes  are  running  rampant  in  a  local  situation  it  is  high 
time  that  there  should  be  some  opportunity  for  review. 

'■  Here  is  what  this  very  thing  does :  It  calls  specific  atten- 
tion to  the  taxpayer  as  to  what  is  going  on  in  his  very  com- 
munity; he  has  an  opportunity  to  be  heard  and  determine  the 
question.  It  has  saved  the  State  of  Iowa  thousands  and  thou- 
sands of  dollars  during  the  last  year  as  a  result  of  its  operation. 

"  They  talk  about  the  contractors  even,  having  accepted  it  as 
a  good  law,  knowing  that  contracts  are  going  to  be  let  on  the 
square.  They  are  no  longer  challenging  the  law,  as  they  did 
at  the  time  it  was  passed. 

'■  To  my  mind,  it  is  in  the  interest  of  good  government;  it  is 
in  the  interest  of  sane  contracts,  and  it  gives  an  opportunity 
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for  the  letting  of  contracts  in  a  manner  that  is  accepted  by  the 
public  and  by  the  contractors  as  well. 

"  Don't  let  anybody  for  one  moment  try  to  disabuse  your 
mind  what  it  is  an  advantage  to  the  whole  tax-paying  public, 
because  it  is." 

The  Iowa  law  requires  the  petition  of  twenty  taxpayers,  while  In- 
diana requires  ten.  In  other  respects  their  law  is  similar  to  our  law. 
Governor  George  S.  Silzer,  in  his  message  to  the  Legislature  of 
New  Jersey  in  1924  and  again  in  1925,  urged  the  adoption  of  the 
Indiana  Plan.     In  1925  Governor  Silzer  said: 

"  With  the  increasing  tax  rate  and  the  constant  inflation  of 
municipal  budgets  and  the  issuing  of  large  amounts  of  bonds, 
it  is  our  clear  duty  to  provide  a  method  to  check  extravagance 
and  to  relieve  the  taxpayer. 

"  I  cannot  impress  this  upon  you  too  strongly.  If  the  Legis- 
lature in  its  wisdom  can  find  anything  more  efficacious  than  the 
Indiana  Plan,  I  would  be  glad  to  have  them  do  so,  but  experi- 
ence has  shown  us  that  nothing  has  been  as  practical  in  its 
effect  as  that  plan.  Its  operation  in  Indiana  has  demonstrated 
its  usefulness  and  efficacy."  *  *  * 

"  I  strongly  urge  upon  you  the  enactment  of  a  law  similar  to 
the  Indiana  Plan  in  the  interest  of  the  reduction  of  taxes." 

The  National  Realtors  convention  held  at  New  Orleans  adopted 
the  following: 

"  We  likewise  believe  that  the  so-called  Indiana  Plan  for  the 
review  and  control  of  local  expenditures,  when  administered 
by  a  capable  and  honest  state  commission,  is  more  efficient  than 
arbitrary  limitations  on  tax  rates  imposed  by  state  constitu- 
tions." 

H.\s  Stood  the  Test 

The  endorsements  given  the  Indiana  Plan  by  students  of  govern- 
ment everywhere  is  gratifying  to  the  citizenship  of  this  State.  Time 
has  brought  about  a  great  change.  Many  who  in  the  past  have 
criticized  the  law  have  come  to  realize  that  much  good  has  been 
accomplished.  The  law  will  continue  to  grow  more  popular  as 
people  become  better  acquainted  with  its  provisions.  The  State 
Board  of  Tax  Commissioners,  by  its  members  and  its  special  repre- 
sentatives, is  always  ready,  willing  to  give  ear  to  any  complaints 
concerning  the  present  law  and  its  enforcement,  and  welcomes  con- 
structive criticism. 

Local  taxes  are  always  the  greatest  part  of  the  taxes  paid,  and 
with  the  taxpayers'  right  of  appeal  on  bond  issues  and  tax  levies  a 
wideawake  citizenship  can  practically  control  its  local  taxes  by  the 
provisions  now  embodied  in  the  Indiana  tax  law. 
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Rules  and  Forms 
The  law  authorizes  the  State  Board  to  adopt  rules  and  prepare 
forms  to  enable  it  to  carry  out  the  provisions  of  the  law,  and  the 
Board  in  1925  adopted  the  following  rules  and  forms: 

Budget  for  Tax  Levy — Notice 

Rule  8.  The  proper  legal  officers  of  any  municipal  corporation 
in  preparing  for  publication  a  budget  on  forms  prescribed  by  the 
State  Board  of  Accounts  shall  file  one  copy  of  such  budget  at  the 
time  of  its  publication  with  the  State  Board  of  Tax  Commissioners. 

(Notice  by  publication  for  ten  days  is  necessary,  see  Acts  1921, 
Chapter  222.) 

(Form  31) 

NOTICE  TO  T..\XPAYERS   OF  TAX   LEVIES. 

In  the  matter  of  determining  the  ^ 

tax  rate  for  certain  purposes  bv  '   Before  the 

'    ^ 

(municipality)  j 

Notice  is  hereby  given  the  taxpayers  of   

(municipality) 

County,  Indiana,  that  the  proper  legal 

officers  of  said  municipality  at  their  regular  meeting  place,  on  .... 

day  of 192.  .,  will  consider  the  following  budget 

for  the  year   


(Here  insert  budget 
on  forms  prepared 
by  State  Board  of 
Accounts.) 


The  total  net  valuation  of  assessment  of  all  property  within  such 

municipality  is  $ and  the  rate  of  taxation  proposed  is 

as  follows : 

I 


Taxpayers  appearing  shall  have  a  right  to  be  heard  thereon. 
After  the  tax  levies  have  been  determined,  ten  or  more  taxpayers 
feeling  themselves  aggrieved  by  such  levies  may  appeal  to  the  State 
Board  of  Tax  Commissioners  for  further  and  final  action  thereon, 
by  filing  a  petition  therefor  with  the  county  auditor  not  later  than 


STATE  SUPERVISION  OF  PUBLIC  EXPENDITURES        119 

the  fourth  Monday  of  September,  and  the  state  board  will  fix  a  date 
for  hearing  in  this  county. 
Dated 


(Officer  of  taxing  unit) 


Taxpayers'  Petition  for  Appeal  to  State  Board  of  Tax  Levies 

Rule  9.  Ten  or  more  taxpayers  in  any  municipal  corporation, 
other  than  those  who  pay  poll  tax  only,  who  are  affected  by  any  local 
tax  levy  and  who  may  feel  aggrieved  with  such  levy  or  any  item 
thereof,  may  file  a  petition  with  the  county  auditor  of  the  county 
in  which  such  municipal  corporation  is  located,  not  later  than  the 
fourth  Monday  of  September,  setting  forth  that  the  amount  to  be 
collected  on  the  levies  adopted  by  the  tax-levying  officers  is  more 
than  government  economically  administered  warrants,  or  that  any 
item  in  such  levy  will  raise  more  money  than  the  public  needs  re- 
quire. Such  petition  shall  be  referred  by  the  county  auditor  to  the 
State  Board  of  Tax  Commissioners  for  its  action  thereon  as  pre- 
scribed in  section  200  of  the  tax  law  as  amended  by  the  General 
Assembly  of  1921,  Chapter  222. 

The  petition  shall  be  sufficient  if  substantially  in  the  following 
form : 

(Form  32) 

State  of  Indiana,  ] 

County  j 

In  the  matter  of  appealing  from  the  action  " 

of  local  tax-levying  officers  of 

to  the  State       Petition   of   taxpayers 

(municipality)  )■       for  appeal  from  tax 

Board   of   Tax    Commissioners    on   the  levies, 

question  of  reviewing  and  finally  deter- 
mining the  tax  levies. 

To  the  County  Auditor  of County : 

We,  the  undersigned  taxpayers   (ten  or  more)   other  than  those 

who  pay  poll  tax  only,  of  the County, 

(municipality) 
Indiana,  who  are  affected  by  the  tax  levies  fixed  by  the  tax-levying 
officers  of  the  above  taxing  unit,  and  who  feel  themselves  aggrieved 
by  such  tax  levy,  hereby  petition  you  as  County  Auditor  to  certify 
such  tax  levy  to  the  State  Board  of  Tax  Commissioners  for  review^ 
and  final  action  as  provided  in  Section  200  of  the  tax  law  as 
amended.     See  Acts  1921,  p.  640. 

We  object  to  the  tax  levies  as  fixed  by  the  local  officers  for  the 
reason  that  the  amount  to  be  collected  on  the  levies  so  fixed  is  more 
than  government  economically  administered  warrants. 
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Names  of  Taxpayers  Postoffice  Address 

1 ' 

2 

3 

4 

5 

6 

7 


9 

10 

I  County  Auditor  of County, 

Indiana,  hereby  certify  that  the  above  and  foregoing  is  a  copy  of 
the  petition  filed  with  me  this day  of 192. . 

Witness  mv  hand  and  official  seal. 


County  Auditor. 

Proceedings  for  Bond  Issues  Where  Interest  Rate  Does  Not  Exceed 

5  Per  Cent  or  of  the  Class  of  Bonds  Bearing  6  Per  Cent 

Prior  to  March  lo,  1921. 

Rule  10.  Whenever  the  proper  legal  officers  of  any  municipal 
corporation  contemplate  the  issuing  of  bonds  or  other  evidences  of 
indebtedness,  in  excess  of  $5,000.00  and  bearing  interest  not  to  ex- 
ceed five  per  cent,  or  if  within  the  class  of  bonds  legally  bearing 
interest  at  six  per  cent  previous  to  March  10,  1921,  they  shall  indi- 
cate the  same  by  resolution  determining  to  issue  such  bonds  and 
notice  of  such  determination  shall  be  given  by  the  proper  officer  by 
publication  for  two  weeks  in  two  leading  newspapers  of  opposite 
political  parties  published  in  such  taxing  district,  or  in  one  such 
paper  if  only  one  be  there  published,  or  in  case  no  newspaper  is 
there  published,  then  the  same  shall  be  published  in  any  two  news- 
papers representing  the  two  leading  political  parties  in  the  county 
and  having  a  general  circulation  in  such  taxing  unit,  or  if  only  one 
such  paper  be  there  published  then  such  notice  published  in  such 
paper  shall  be  sufficient  to  comply  with  the  requirements  herein, 
and  by  posting  such  notice  in  three  public  places  in  such  taxing  dis- 
trict. Such  notice  shall  be  sufficient  if  Form  33  as  hereinafter  set 
out  is  used.  Ten  or  more  taxpayers  other  than  those  who  pay  poll 
tax  only,  who  feel  themselves  aggrieved  by  such  determination,  may 
appeal  to  the  State  Board  of  Tax  Commissioners  for  further  action 
by  filing  a  petition  therefor  with  the  county  auditor  on  or  before 
the  expiration  of  twenty-nine  days  from  the  first  publication  of  the 
notice  (fifteen  days  added  to  the  fourteen  days'  notice  required). 
The  State  Board  of  Tax  Commissioners  will  fix  a  date  for  a  hear- 
ing in  the  county  where  such  taxing  unit  is  located. 
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Notice  to  Taxpayers  of  Bond  Issues 

Rule  11.  After  the  proper  taxing  officers  shall  have  adopted  a 
resolution  showing  a  determination  to  issue  bonds,  notice  of  such 
determination  shall  be  given  by  them  by  publication  for  two  weeks 
in  two  leading  newspapers  of  opposite  political  parties  published  in 
such  taxing  district,  or  in  one  such  paper  if  only  one  be  there  pub- 
lished, or  in  case  no  newspaper  is  there  published,  then  the  same 
shall  be  published  in  any  two  newspapers  representing  the  two  lead- 
ing political  parties,  published  in  the  county  and  having  a  general 
circulation  in  such  taxing  unit,  or  if  only  one  such  paper  be  there 
published  then  such  notice  published  in  such  paper  shall  be  suffi- 
cient, and  by  posting  such  notice  in  three  public  places  in  such  tax- 
ing district.     The  notice  required  shall  be  substantially  as  follows: 

(Form  33) 

NOTICE   TO    TAXPAYERS    ON    BOND    ISSUE 

In  the  matter  of  determining  to  issue  ")  for 

bonds  by   v 

(municipality)  ) 

Notice  is  hereby  given  the  taxpayers  of  

(municipality) 

County,  Indiana,  that  the  proper  legal  officers  of 

said  municipality  at  their  regular  meeting  place,  on day  of 

192.  .,  determined  to  issue  bonds  or  other 

evidences  of  indebtedness  exceeding  five  thousand  dollars. 

The  amount  of  bonds  proposed  is  $ ,  bearing  interest 

at per  cent.    The  net  assessed  value  of  all  property  in 

this  taxing  unit  is  $ and  the  present  indebtedness  with- 
out this  issue  is  $ 

The  proceeds  of  such  bond  issue  are  to  be  used  for 

Ten  or  more  taxpayers,  other  than  those  who  pay  poll  tax  only,  who 
feel  themselves  aggrieved  by  such  determination  may  appeal  to  the 
State  Board  of  Tax  Commissioners  for  further  action,  by  filing  a 
petition  therefor  with  the  county  auditor  on  or  before  the  expira- 
tion of  twenty-nine  days  from  the day  of 

192.  . .      (This  date  must  be  the  date  of  the  first  publication  of  the 
notice.)    The  State  Board  will  fix  a  date  for  a  hearing  in  this  county. 
Dated 


(Officer  of  Taxing  Unit) 
Taxpayers'  Objection  to  Bond  Issue 

Rule  12.  Ten  or  more  taxpayers,  other  than  those  who  pay  poll 
tax  only,  desiring  to  file  a  petition  objecting  to  bond  issues  deter- 
mined upon  by  the  taxing  officers  of   any  taxing  unit  and  after 
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proper  notice  shall  have  been  given,  shall  file  a  petition  with  the 
county  auditor,  who  shall  immediately  certify  the  same  to  the  State 
Board  of  Tax  Commissioners.  The  petition  shall  be  sufficient  if  in 
the  following  form : 

(Form  34) 

(Important.  —  This  petition  must  be  filed  within  29  days  after  the 
first  publication  of  notice  of  determination  to  issue  bonds.) 

State  of  Indiana,  ") 
Countv   1 


for  Appeal. 


In  the  matter  of  appealing  from  the  action 

of  local  officers  of 

(municipality)  ,_,    .  .  ,  _ 

^.icx..-r»       jrn-       r-         ■    •  retitiou  of    I  axpavers 

to  the  State  Board  of  Tax  Commission-   >       ,       .  ,       ^    - 

ers  on  the  question  of  approval  of  bond 
issues  or  other  evidences  of  indebted- 
ness, in  the  sum  of  $ 

To  the  County  Auditor  of County : 

We,  the  undersigned  ten   or  more  petitioners,   being  taxpayers, 

other  than  those  who  pay  poll  tax  only,  of  the 

(municipality) 

County,  Indiana,  who  will  be  affected  by  the 

proposed  issuance  of  bonds  or  other  evidences  of  indebtedness  de- 
termined upon  by  such  municipal  corporation  on  the   day  of 

192 .  . ,  for  the  purpose  of  

ol)iect  to  such  issue  for  the  following  reasons: 


and  that  the  proposed  issue  is  unnecessary,  unwise  and  excessive, 
and  therefore  we  petition  you  as  county  auditor  to  certify  this  peti- 
tion to  the  State  Board  of  Tax  Commissioners  for  review  and  final 
determination  upon  the  issuance  of  said  obligations  and  the  amounts 
thereof,  if  any,  which  may  be  lawfully  issued. 

Names  of  Taxpayers  Postofiice  Address 

1 

2 

3 

4 

5 

6 

7 

8 

9 

10 
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I County  Auditor  of 

County,  Indiana,  hereby  certify  that  the  above  and  foregoing  is  a 

copy  of  the  petition  filed  with  me  this day  of , 

192... 

Witness  my  hand  and  official  seal. 


County  Auditor. 

Petition  for  Bond  Issues  Where  Interest  Exceeds 
5  Per  Cent  with  Certain  Exceptions 

Rule  13.  A  petition  for  the  approval  of  a  bond  issue  or  other 
evidences  of  indebtedness,  in  all  cases  where  the  interest  exceeds 
five  per  cent  per  annum  (excepting  temporary  obligations  and  those 
classes  of  bonds  legally  bearing  six  per  cent  previous  to  March  10, 
1921),  shall  be  deemed  sufficient  as  to  matter  and  form  if  it  sets  out 
the  exact  amount  to  be  borrowed,  the  purpose  for  which  the  money 
is  to  be  used,  the  necessity  therefor,  the  amount  of  net  taxable  prop- 
erty of  the  taxing  unit,  the  amount  of  the  indebtedness  of  such  unit, 
and  is  duly  certified  by  the  proper  officer  of  such  taxing  unit.  Pro- 
\ided,  however,  that  the  State  Board  of  Tax  Commissioners  may 
require  such  additional  information  as  may  be  pertinent  to  the  issue. 

The  petition  shall  be  sufficient  if  substantially  in  the  following 
form : 

(Form  35) 

State  of  Indiana, 
County 

BEFORE  THE  STATE  BOARD  OF  TAX   COMMISSIONERS. 

In  the  matter  of  the  petition  of ^\ 


y  Petition. 


for  authority  to  issue  bonds  or  evidence 

of  indebtedness  for 

and  bearing  interest  in  excess  of  five   [ 
per  cent  and  of  the  class  of  bonds  not 
legally  bearing  interest  at  six  per  cent 
prior 'to  March  10,  1921. 

The  undersigned  officers  of \  „^u     i  \  township, 

°  (  school  )  ^ 

city,  town  or  county,  hereby  petition  the  State  Board  of  Tax  Com- 
missioners to  approve  an  issue  of  bonds  or  evidences  of  indebted- 
ness under  section  201  of  the  tax  law  of  1919  as  amended  by  the 

Acts  of  1921,  Chapter  222,  in  the  sum  of Dollars. 

The  proceeds  of  this  issue  are  to  be  used  for 
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In  this  matter  every  preliminary  requirement  of  the  law  has  been 
complied  with. 

The  assessed  valuation,  less  lawful  deduction,  of  this  taxing  unit 
at  this  time  is  $ ,  and  the  present  total  indebtedness  with- 
out this  issue  is  $ Bonds  or  evidences  of  indebtedness 

are  to  be  issued  in  denominations  of  $ and  payable 

with  interest  at per  cent. 

Wherefore  petitioner  prays  that  the  petition  herein  be  granted. 

Signature 

Notice  to  Taxpayers 

Rule  14.  If  such  petition  is  filed  by  taxing  officers  of  any  taxing 
unit,  notice  of  the  filing  of  such  petition  shall  be  given  by  them  by 
publication  for  two  weeks  in  two  leading  newspapers  of  opposite 
political  parties  published  in  such  taxing  district,  or  in  one  such 
paper  if  only  one  be  there  published,  or  in  case  no  newspaper  is 
there  published,  then  the  same  shall  be  published  in  any  two  news- 
papers representing  the  tw^o  leading  political  parties,  published  in 
the  county  and  having  a  general  circulation  in  such  taxing  unit,  or 
if  only  one  such  paper  be  there  published,  then  such  notice  pub- 
lished in  such  paper  shall  be  sufficient,  and  by  posting  such  notice 
in  three  public  places  in  such  taxing  district.  The  notice  required 
shall  be  substantially  as  follows : 

(Form  36) 

NOTICE  OF   APPLICATION   TO   ISSUE  BONDS   OR   OTHER   EVIDENCES 

OF   INDEBTEDNESS   BEARING   INTEREST    IN    EXCESS 

OF  FIVE   PER   CENT. 


State  of  Indiana, 
Countv 


ss: 


In  the  matter  of  the  application  of ~^ 

I 

(taxing  unit)  )■  No 

to  issue  bonds  or  other  evidence  of  in- 
debtedness. J 

Notice  is  hereby  given  that of 

(officer) 

the has  filed  with  the  State  Board  of 

(municipality) 
Tax  Commissioners  a  petition  to  issue  bonds  or  other  evidence  of 

indebtedness,  in  a  sum  not  to  exceed Dollars, 

bearing  interest  in  excess  of  five  per  cent  per  annum,  for  the  purpose 
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The  net  assessed  value  of  all  property  in  this  taxing  unit  is  $ 

and  the  present  total  indebtedness  without  this  issue  is  $ 

Ten  or  more  taxpayers,  other  than  those  who  pay  poll  tax  only, 
affected  by  the  proposed  indebtedness,  who  may  be  of  the  opinion 
that  such  indebtedness  should  not  be  incurred  or  that  it  be  exces- 
sive, shall  file  their  objection  with  the  State  Board  of  Tax  Commis- 
sioners not  later  than  the day  of 

192...  Where  objections  are  filed,  a  date  for  a  hearing  in  this 
county  will  be  fixed  and  notice  of  such  hearing  will  be  given  the 
executive  officer  of  the  taxing  unit  and  the  first  ten  taxpayers  sign- 
ing the  objections.  Where  no  objections  are  filed  the  State  Board 
may  approve  such  petition  without  a  hearing,  but  in  no  instance  will 
the  State  Board  deny  the  petition  without  a  hearing  held  in  this 
county. 

Any  taxpayer  or  interested  person  may  be  present  and  be  heard 
at  such  hearing. 

Dated 


(Officer  of  Taxing  Unit) 

Proof  of  the  giving  of  notice  should  be  made  to  the  tax  board 
before  the  date  fixed  in  the  notice.  The  publisher  of  the  paper 
should  make  affidavit  after  the  second  publication,  and  the  person 
who  posted  the  notices  should  make  affidavit  showing  when  and 
where  he  posted  them.  All  proofs  must  be  on  file  before  order  can 
be  made. 

Procedure  in  Bond  Issues  Where  Interest  Exceeds  5  Per  Cent 

Rule  15.  When  an  application  to  issue  such  bonds  or  other  evi- 
dence of  indebtedness  bearing  interest  in  excess  of  five  per  cent 
except  those  classes  of  bonds  legally  bearing  interest  at  six  per  cent 
previous  to  March  10,  1921,  is  filed  by  any  taxing  unit,  and  no  ob- 
jection thereto  is  filed  by  at  least  ten  taxpayers  of  such  taxing  unit 
on  or  before  the  date  fixed  in  the  published  notice,  such  failure  of 
any  objections  being  filed  shall  be  deemed  by  the  board  sufficient 
ground  to  entitle  such  taxing  unit  to  a  judgment  in  its  favor  on 
such  application.  Provided,  however,  that  the  board  in  its  discre- 
tion may  deny  such  petition,  or  modify  the  same,  when  the  facts  and 
circumstances  warrant  such  action,  but  only  after  a  hearing  thereon 
as  hereinafter  provided.  When  objection  by  ten  or  more  taxpayers, 
other  than  those  who  pay  poll  tax  only,  is  filed  to  such  bond  issue 
or  other  evidence  of  indebtedness,  the  State  Board  shall  fix  a  time 
and  place  for  the  hearing  of  such  matter,  which  shall  be  not  less 
than  five  nor  more  than  thirty  days  thereafter,  and  said  hearing 
shall  be  held  in  the  taxing  unit,  or  in  the  county  where  such  taxing 
unit  is  located,  which  proposes  to  issue  such  bonds  or  other  evi- 
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deuces  of  indebtedness.  Notice  of  such  hearing  shall  be  given  by 
said  State  Board  to  the  executive  otiicer  of  the  taxing  unit  and  to 
the  first  ten  taxpayers  objecting  to  such  proceedings,  by  a  letter 
signed  by  one  member  of  the  State  Board  of  Tax  Commissioners 
and  enclosed  in  a  sealed  envelope  with  full  prepaid  postage  ad- 
dressed to  said  officer  and  taxpayers  at  their  usual  place  of  residence 
at  least  five  days  before  the  hearing  thereof.  Any  taxpayer  inter- 
ested may  appear  and  be  heard.  The  decision  of  the  State  Board 
of  Tax  Commissioners  upon  the  issuance  of  said  obligations  and  the 
amounts  thereof,  if  an}-,  which  may  be  lawfully  issued,  shall  be  final. 
Petition  of  taxpayers  objecting  shall  be  sufficient  if  in  the  fol- 
lowing form : 

(Form  Z7) 

State  of  Indiana, 
County 

In  the  matter  of  the  petition  of ' 


Objections  of  Tax- 
payers. 


for  authority  to  issue  bonds  or  evidence 

of  indebtedness  for 

and  bearing  interest  in  excess  of  five 

per  cent  and  of  the  class  of  bonds  not 

legally  bearing  interest  at  six  per  cent 

prior  "to  March  10,  1921.  j 

To  the  State  Board  of  Tax  Commissioners: 

We,  the  undersigned  ten  or  more  petitioners,  being  taxpayers, 

other  than  those  who  pay  poll  tax  only,  of  the 

(municipality) 

County,  Indiana,  who  will  be  affected  by 

the  proposed  issuance  of  bonds  or  other  evidence  of  indebtedness 
petitioned  for  the  purpose  of 

object  to  such  issue  for  the  following  reasons: 


And  that  the  proposed  issue  is  unnecessary,  unwise  and  excessive, 
and  we  ask  that  the  same  be  not  approved. 

Names  of  Taxpayers  Postoffice  Address 

1 

2 

3 

4 

5 

6 
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7 

8 

9 

10 

Chairman  Bailey  :  It  is  a  known  fact  that  these  things  are 
growing  apace,  and  there  is  little  wonder,  then,  with  these  condi- 
tions existing  as  they  do  all  over  the  country,  that  we  are  beginning 
to  organize  taxpayers'  associations.  There  is  one  wholesome  thing 
I  want  to  call  your  attention  to;  never  yet  have  I  noticed  that,  when 
the  American  people  started  to  study  a  question,  they  have  not 
solved  it.     They  always  solve  it. 

The  next  speaker  will  be  Mr.  L.  M.  Livengood,  Manager  of  the 
Taxpayers  Economy  League  of  Spokane,  Washington,  on  the  ques- 
tion of  Taxpayers'  Associations. 

L.  M.  Livengood  (Washington)  : 

TAXPAYERS'  ASSOCIATIONS 

LESTER   M.  LIVENGOOD 
Manager  and  Counsel,  Taxpayers  Economy  League  of  Spokane 

The  control  of  public  expenditures  constitutes  the  greatest  prob- 
lem of  taxation.  It  overshadows  all  questions  of  tax  systems  be- 
cause if  expenditures  are  not  limited  within  reason  to  the  needs  of 
the  community  and  in  proportion  to  its  ability  to  pay,  taxes  will  be 
oppressive  regardless  of  the  kind  of  tax  system  we  may  have.  There 
are  various  tools  for  aiding  in  the  control  of  public  expenditures, 
such  as  budget  laws,  proper  accounting  methods,  levy  limitations 
and  the  like,  but  in  so  far  as  I  know  there  are  only  two  human 
agencies  to  make  use  of  these  or  any  other  tools  in  the  control  of 
expenditures.  They  are  official  bodies  acting  under  special  laws 
such  as  we  find  in  Indiana  and  Oregon;  and  the  taxpayers  them- 
selves acting  through  their  own  organizations  to  control  public 
opinion.  Each  state  has  a  different  composite  psychology.  Neither 
the  Indiana  nor  the  Oregon  plan  might  be  successful  in  these  states 
where  a  strong  home-rule  sentiment  causes  a  resentment  against 
state  supervision  or  in  fact  any  outside  interference.  But  the  con- 
trol of  public  expenditures  by  the  taxpayers  themselves  can  be  just 
as  effective,  and  often  more  effective,  than  control  by  law.  More- 
over, we  can  make  use  of  this  sort  of  control  in  every  community  in 
the  land.  So  for  a  moment  let  us  leave  the  discussion  of  tax  prob- 
lems in  the  abstract  and  see  what  the  real  party  in  interest,  the  tax- 
payer, is  doing  to  keep  down  the  cost  of  government  and  to  improve 
the  tax  system  itself. 

Did  you  ever  stop  to  think  that  the  taxpayer  himself  constitutes 
the  greater  part  of  the  problem  of  high  taxes?     Who  is  it  that 
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deluges  the  public  officials  witli  demands  for  new  governmental  ser- 
vices? Who  is  it  that  demands  school  buildings  and  other  public 
structures  far  beyond  the  needs  of  his  community?  Who  is  it  that 
votes  bond  issues  to  the  limit  to  be  paid  by  his  children  and  saddling 
the  present  generation  with  enormous  interest  charges?  Who  is  it 
that  throngs  the  legislative  halls  and  lobbies  for  some  pet  project 
for  his  home  town  without  regard  to  the  needs  of  the  state  as  a 
whole  ?  Who  is  it  that  is  constantly  demanding  a  thousand  things 
of  his  governments  without  the  slightest  consideration  of  the  ability 
of  the  people  to  pay  for  them?  It  is  none  other  than  our  over- 
burdened taxpayer  who  is  complaining  about  high  taxes.  He  is 
always  willing  to  cut  out  his  neighbor's  hobbies  but  his  own  are 
necessary  to  the  public  good.  No  matter  how  burdensome  his  taxes 
become  this  same  taxpayer  in  his  natural  wild  state  cannot  see  the 
effects  of  his  demands  on  the  tax  situation  as  a  whole.  If  he  can 
be  educated  to  view  public  expenditure  from  the  standpoint  of  the 
needs  of  the  community  as  a  whole  and  its  ability  to  pay,  then  a 
large  part  of  our  problem  of  tax  reduction  is  solved. 

Then  there  is  also  this  thought.  We  get  together  and  discuss  tax 
problems  from  a  technical  standpoint  and  often  develop  some  very 
valuable  ideas.  What  agency  exists  to  translate  these  ideas  for  im- 
proving tax  systems  and  administration  into  better  tax  laws  and 
better  administration  in  the  communities  from  which  we  come? 
Surely  we  cannot  depend  upon  public  officials  to  suggest  and  put 
into  operation  the  various  tax  reforms  and  improvements  that  are 
needed,  for  if  we  could  we  would  not  need  to  be  here  today.  On 
the  other  hand,  we  who  attend  these  meetings  are  but  a  drop  in  the 
bucket  to  the  vast  numbers  that  constitute  public  opinion  in  our 
home  communities.  In  the  last  anaylsis,  you  will  find  that  there  is 
only  one  person  that  we  can  always  depend  upon  to  keep  up  interest 
in  tax  reform  and  tax  reduction,  and  that  is  none  other  than  the 
overburdened  taxpayer  himself.  As  long  as  taxes  are  painful  the 
taxpayer  will  work  for  bettter  conditions  and  will  be  on  the  job 
every  day  in  the  year. 

And  lastly,  who  constitutes  public  opinion  in  matters  of  taxation? 
Is  it  not  this  same  taxpayer  who  also  constitutes  the  greater  part  of 
the  public  itself? 

Now  w^e  who  are  groping  in  the  dark  trying  to  find  a  sure  way 
to  control  public  expenditures,  keep  taxes  within  reasonable  bounds 
and  improve  our  tax  systems  find  at  our  very  door  the  agency  that 
has  the  power  and  also  the  will  to  do  all  this  if  its  power  can  be 
harnessed  and  its  will  directed  into  proper  channels  through  educa- 
tion and  organization.  Through  the  organization  of  the  taxpayers 
themselves  lies  the  most  practicable  solution  of  our  problem,  and  in 
fact  the  only  solution  that  can  have  any  degree  of  permanency.  If 
the  taxpayers  can  be  educated  through  their  own  organization  to 
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know  the  needs  of  their  community  and  its  ability  to  pay,  to  act  as 
a  unit  and  upon  a  fact  basis,  they  will  control  public  opinion,  and 
public  opinion  in  turn  will  control  public  officials  and  legislatures, 
and  the  way  will  be  open  for  economy  and  efficiency  in  government 
and  progress  in  any  reasonable  tax  reform. 

Probably  I  have  seemed  to  make  the  solution  appear  a  little  too 
rosy.  Please  do  not  misunderstand  me.  I  fully  realize  that  it  is  as 
hard  to  organize  the  taxpayer  as  it  is  the  farmer  and  that  in  any 
organization  it  is  difficult  to  overcome  selfishness  and  to  get  con- 
certed public-spirited  action.  But  the  fact  is  that  it  is  being  done 
to  a  greater  or  less  degree  in  most  of  the  important  communities 
from  the  Atlantic  to  the  Pacific. 

In  the  old  days  we  used  to  have  as  our  only  taxpayers'  organiza- 
tions the  discredited  tax  league  composed  of  a  few  heavy  taxpayers 
whose  sole  motive  was  to  cut  public  expenditures  without  regard  to 
public  needs  just  to  save  themselves  a  few  dollars.  Today,  in  their 
place  we  have  a  new  kind  of  tax  organization.  It  is  a  service 
organization.  Backed  by  the  taxpayers  acting  unitedly  through  the 
inachinery  of  organization  these  taxpayers'  associations,  whether 
you  call  them  bureaus  of  municipal  research,  institutes  of  govern- 
mental research,  tax  leagues  or  taxpayers'  associations,  are  first  of 
all  educational  institutions.  Employing  a  technical  staf¥  trained  in 
taxation  and  administration  they  gather  facts  concerning  public 
finance  and  administration  in  all  its  aspects  and  make  these  facts 
public  for  the  benefit  of  the  people  as  a  whole;  they  make  investiga- 
tions of  administrative  methods  which  the  public  officials  themselves 
have  not  the  time  to  make  and  give  the  officials  the  benefit  of  their 
findings;  they  represent  the  taxpayers  at  all  official  meetings  in- 
volving the  appropriation  of  money  and  the  levying  of  taxes;  they 
make  special  detailed  studies  of  various  problems  of  government 
for  the  use  of  the  public  or  for  the  public  officials.  It  is  needless 
for  me  to  go  on  and  recount  the  various  functions  and  activities  of 
the  standard  taxpayers'  association,  for  a  later  paper  on  this  pro- 
gram has  been  assigned  that  duty. 

But  the  point  I  want  to  bring  out  is  that  through  the  properly 
equipped  and  conducted  taxpayers'  association  lies  the  way  out  not 
only  to  curb  the  extravagant  demands  of  the  taxpayers  themselves 
but  also  to  exercise  that  control  over  public  opinion  which  will 
secure  the  cooperation  of  public  officials  in  securing  economy  and 
efficiency  in  government  and  will  cause  legislatures  to  enact  needed 
improvements  in  tax  legislation. 

So  far  I  have  philosophized  a  great  deal  and  generalized  still 
more  so;  it  may  not  be  out  of  place  for  me  to  illustrate  by  a  con- 
crete example  how  taxpayers'  organizations  can  come  into  being, 
grow  and  become  very  useful.  If  you  will  pardon  me,  I  will  take 
my  own  organization  since  I  am  more  familiar  with  its  work. 
9 
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Prior  to  1921  the  taxpayers  of  Spokane  were  not  organized.  The 
only  et¥orts  at  watching  pubHc  expenditures  were  made  by  com- 
mittees from  the  chamber  of  commerce  and  a  few  other  civic  organ- 
izations. The  situation  was  confusing  to  public  officials.  One  com- 
mittee of  the  chamber  of  commerce  would  come  before  them  and 
ask  for  an  appropriation  for  some  pet  project  and  then  the  tax 
committee  would  arrive  and  demand  pruning  of  the  budget.  Taxes 
consequently  kept  on  mounting.  Finally  and  in  1921  all  the  civic 
organizations  agreed  that  there  should  be  a  new  organization  whose 
sole  functions  should  be  matters  of  taxation  and  government,  and 
that  all  other  organizations  should  keep  out  of  that  field. 

Thus  the  Taxpayers  Economy  League  of  Spokane  was  born.  Its 
membership  was  open  to  every  taxpayer  in  the  county  on  an  equal 
footing.  Its  work  program  and  stafif  arrangements  were  patterned 
after  the  standard  bureau  of  municipal  research.  It  started  to  work. 
It  soon  gained  the  support  in  tax  matters  of  a  majority  of  the  com- 
munity and  the  public  officials  came  to  respect  its  recommendations 
as  being  based  on  a  sincere  eflort  to  get  the  real  facts.  It  worked 
in  the  closest  cooperation  with  the  public  officials  in  improving 
budget  methods,  accounting  procedure,  purchasing  methods  and 
numerous  other  matters  of  administration.  It  watches  the  public 
expenditures  of  all  our  local  governments  every  day  in  the  year, 
the  very  fact  of  which  keeps  the  spending  officials  on  their  toes. 
Ir  carefully  studies  every  item  of  all  the  local  budgets  at  tax-levying 
time,  appears  on  behalf  of  the  taxpayers  at  the  public  hearings  pro- 
vided by  law  and  makes  recommendations  for  specific  reductions  or 
increases  where  the  situation  seems  to  justify  an  increase.  On  a 
number  of  occasions  it  has  to  take  the  lead  and  fight  at  elections 
proposals  that  would  squander  public  funds  if  adopted.  In  one  in- 
stance it  secured  the  defeat  of  a  school-bond  issue  because  the 
building  was  to  be  located  where  it  would  have  been  useless;  but 
Avhen  two  years  later  the  school  board  chose  a  suitable  location  this 
tax  organization  got  out  and  helped  put  over  the  bond  issue.  It 
defeated  an  initiative  measure  that  would  have  written  firemen's 
salaries  and  the  double  platoon  with  an  unnecessarily  large  increase 
in  force  into  the  city  charter,  yet  when  the  election  was  over,  co- 
operated with  the  city  officials  in  granting  the  double  platoon  on  a 
reasonable  basis. 

To  recount  the  numerous  activities  of  this  organization  would 
take  a  volume,  but  one  further  field  of  activity  may  interest  you. 
This  organization  does  not  confine  its  work  to  local  matters.  It 
maintains  an  office  at  the  capital  during  every  session  of  the  legis- 
lature where  its  manager  studies  all  tax  bills  submitted  and  keeps 
the  taxpayers  at  home  informed.  When  the  formation  of  other 
county  tax  leagues  permitted  the  joining  of  all  these  together  into 
a  state  federation  for  purposes  of  state-wide  matters,  particularly 
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legislation,  the  Spokane  organization  did  most  of  the  technical  in- 
vestigation for  the  state  organization  and  cooperated  with  it  in  draft- 
ing and  getting  enacted  into  law  the  tax  program  of  the  state  organ- 
ization, a  program  consisting  of  state,  county,  city  and  school  budget 
laws,  the  state  tax  commission  act,  the  compulsory  serial  bond  act, 
the  bond  limit  act  and  several  permanent  levy  repeals.  It  con- 
tributed to  a  large  extent  in  defeating  a  number  of  state-wide 
initiative  measures  that  would  have  increased  the  tax  burden  with- 
out corresponding  benefits. 

From  this  recital  I  think  you  will  agree  with  me  that  a  taxpayers' 
association  can  have  a  very  wide  field  of  usefulness.  But  its  use- 
fulness depends  upon  the  observance  of  one  very  fundamental  prin- 
ciple. That  is,  that  constructive  tax  work  is  not  evidenced  by  the 
amount  of  turmoil  created.  On  the  other  hand,  it  is  evidenced  by 
the  amount  of  cooperation  secured  from  public  officials  in  putting 
into  effect  its  suggestions.  The  successful  taxpayers'  association  is 
interested  not  in  getting  credit  for  doing  things  itself  but  rather  in 
getting  the  officials  to  do  them  and  take  the  credit  for  it. 

In  recounting  these  activities  of  my  own  and  its  affiliated  state 
tax  organization  I  do  not  do  so  for  local  publicity,  for  we  do  not 
need  any,  but  rather  to  show  those  of  you  who  may  not  be  familiar 
with  the  field  of  activities  and  with  the  possibilities  of  the  modern 
tax  organization  something  of  its  work  and  how  it  can  become  one 
of  the  most  eft'ective  agents  for  the  control  of  expenditures  and  for 
the  making  practical  use  in  better  laws  and  administration  of  the 
ideas  that  come  out  of  such  meetings  as  this  we  are  now  attending. 
And  in  closing,  if  there  is  ar^'  suggestion  that  I  would  make  it  is 
that  the  National  Tax  Association  maintain  even  a  closer  relation- 
ship with  these  agencies  which  are  on  the  firing-line  of  taxation 
than  it  has  in  the  past,  for  it  is  to  them  that  we  must  look  for  the 
greater  part  of  any  tax  reduction  and  tax  reform  that  we  may  get. 

Chairman  Bailey  :  I  thought  everybody  was  convinced  that  we 
had  to  have  a  budget.  I  would  go  broke  in  about  three  months  if 
I  did  not  have  one  at  home,  but  there  is  much,  I  believe,  that  we 
must  learn  yet,  in  relation  to  the  budget.  I  hope  all  the  states 
have  it.  If  you  have  not,  I  am  sure  you  will  meet  this  next  paper 
with  a  good  deal  of  pleasure. 

I  introduce  to  you  now  ]\Ir.  A.  R.  Gardner,  Director  of  the  De- 
partment of  Efficiency  of  the  State  of  Washington,  who  will  speak 
on  the  subject. 

A.  R.  Gardner  (Washington)  :  Mr.  Chairman,  Ladies  and  Gen- 
tlemen :  It  has  been  a  source  of  regret  to  me  that  I  have  been  un- 
able to  attend  more  of  your  sessions  and  that  conditions  are  such 
that  I  must  run  along  as  soon  as  I  speak  my  little  piece. 
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These  are  great  and  furious  days  for  officials  in  the  State  of 
Washington.  The  only  ofticials  that  have  no  worries  and  with 
leisure  on  their  hands  are  the  hold-over  senators  and  members  of 
the  State  Tax  Commission,  whose  appointment  carries  with  it  not 
only  emoluments  but  a  definite  fixed  tenure  of  office. 

By  way  of  introduction,  if  you  are  laboring  under  the  misappre- 
hension that  I  am  an  expert  on  anything,  please  disabuse  your  mind. 
I  am  only  a  director  of  the  department.  The  man  who  knows  some- 
thing about  budgets  and  the  making  of  budgets  is  down  at  Olympia 
earning  his  salary. 

THE  BUDGET 

A.  R.   GARDNER 

Director  of  Efficiency,  State  of  Washington 

The  subject  for  discussion  this  afternoon  is,  "  Public  Expendi- 
tures— Their  Trend  and  Control."  To  trace  out  and  determine  the 
trend  of  public  expenditures  is  not  within  itself  a  difficult  task.  It 
follows  along  more  or  less  fixed  courses  and  is  almost  invariably 
upward.  But  once  the  trend  is  determined,  before  we  can  hope  to 
arrest  it  and  turn  it  back  from  those  channels,  which  if  followed 
will  lead  inevitably  to  disaster,  and  divert  it  into  the  ways  of  good 
business  and  sound  economy,  we  must  seek  out  and  analyze  the 
forces  which  give  it  impetus  and  direction. 

We  must  ascertain  whether  the  trend  is  the  result  of  a  push  or  a 
pull,  whether  the  upward  force  is  applied  from  within  or  from  with- 
out upon  that  which  is  commonly  known  as  government.  We  must 
know  whether  the  continuous  upward  curve  of  public  expenditures 
is  due  to  the  continual  popular  demand  for  more  government  and 
enlarged  public  service,  or  to  the  carelessness,  indifference  and  in- 
efficiency of  those  to  whom  the  details  of  the  public's  business  have 
been  entrusted.  In  a  word,  before  we  can  control  public  expendi- 
tures we  must  follow  up  their  ramifications,  gather  in  their  loose 
ends,  ascertain  contributory  causes,  fix  responsibility,  and  bring  the 
whole  system  into  a  position  where  control  methods  can  be  intelli- 
gently and  effectually  applied. 

To  use  an  expression  of  the  pioneer  West,  before  we  can  ride  the 
broncho  we  must  get  him  corralled,  saddled  and  bridled.  The  budget 
is  the  agency  by  which  the  maverick — public  expenditures — is  cor- 
ralled and  made  ready  for  the  accoutrements  of  control. 

The  budget  is  first  of  all  an  accurate  source  of  detailed  informa- 
tion relative  to  the  finances  of  the  taxing  or  corporate  unit.  As 
such,  it  furnishes  a  basis  for  all  control  operations,  whether  control 
is  sought  indirectly  through  the  slow  processes  of  public  opinion  or 
directly  through  legislative  action  and  administrative  restraint.  To 
be  effective,  the  budget  system  must  not  only  present  the  actual 
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needs  for  public  expenditures  during  any  specific  period,  based 
upon  a  comparison  of  past  experiences  with  present  conditions,  but 
it  must  carry  facilities  for  fixing  responsibility  for  appropriations 
in  excess  of  these  determined  needs,  and  the  machinery  for  holding 
expenditures  to  the  budgeted  detail  of  appropriations.  In  other 
words,  the  departmental  or  institutional  head  must  be  made  to  jus- 
tify his  request  for  an  appropriation  before  it  can  be  included  in 
the  budget;  the  legislator  must  be  made  to  justify  his  action  for  in- 
creases or  additions  to  the  budget ;  and  the  spending  official  must  be 
required  to  keep  strictly  within  the  limitations  of  his  appropriation. 

The  State  of  Washington  may  be  said  to  be  pioneering  in  the 
field  of  scientific  budget-making — pioneering,  however,  in  a  local 
sense  only,  as  our  state  budget  law  is  in  fact  an  adaptation  of  the 
laws  which  have  met  with  successful  operation  in  other  states.  As 
long  ago  as  1915  this  state  was  supposed  to  have  had  a  budget  law, 
but  the  creations  under  it  were  budgets  in  name  only. 

In  October  of  each  even-numbered  year  each  state  department, 
institution  and  office  was  called  upon  to  report  its  financial  requests 
for  the  following  biennium  to  the  State  Board  of  Finance.  The 
board  in  turn  transmitted  these  requests,  together  with  its  recom- 
mendations, to  the  legislature.  The  board  was  an  ex-officio  one 
composed  of  the  Governor,  the  State  Treasurer  and  the  State  Audi- 
tor. Like  all  other  ex-officio  boards,  its  functioning  was  as  un- 
satisfactory as  it  was  perfunctory.  Departmental  heads  reported 
much  as  they  pleased,  some  not  at  all,  and  in  no  instance  was  there 
any  supporting  detail  to  justify  estimated  expenditures,  or  by  which 
either  the  board  or  the  legislature  could  determine  the  reasonable- 
ness of  a  request.  It  was  a  budget  without  substance  and  a  law 
without  teeth.  As  a  result,  the  legislature  guessed  at  appropria- 
tions and  hoped  for  the  best. 

The  present  state  budget  law,  enacted  in  1925,  places  the  respon- 
sibility for  requests  for  state  expenditures  squarely  upon  the  gov- 
ernor, as  the  chief  executive  officer  of  the  state.  Not  later  than 
August  first  of  each  even-numbered  year  the  State  Director  of  Effi- 
ciency, who  is  designated  as  the  budget  officer,  is  required  to  dis- 
tribute to  heads  of  all  expending  agencies  of  the  state,  forms  upon 
which  are  to  be  reported  detailed  estimates  of  all  expenditures 
necessary  for,  and  all  receipts  other  than  taxes  likely  to  become 
available  during,  the  ensuing  fiscal  biennium.  These  reports  must 
be  in  the  hands  of  the  director  by  the  first  Monday  in  October,  and 
failure  of  any  reporting  head  to  comply  renders  him  liable  to  pun- 
ishment for  a  misdemeanor.  Not  later  than  October  twentieth  the 
State  Auditor  is  required  to  file  with  the  director  detailed  state- 
ments of  interest  and  redemption  requirements,  of  assets  and  lia- 
bilities of  all  sinking  funds,  of  actual  receipts  other  than  taxes 
collected  by  all  departments,  and  of  actual  expenditures  of  each 
department  and  subdivision. 
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From  this  data  and  other  information  necessary  to  a  complete 
imderstandins  of  the  state's  finances,  a  preHminary  hudget  is  com- 
piled and  submitted  to  the  governor,  not  later  than  November  fif- 
teenth. Between  that  date  and  December  fifteenth,  the  governor  is 
required  to  hold  budget  hearings,  going  over  with  the  heads  of  the 
several  departments  their  requests,  item  by  item.  He  may  decrease 
increase,  eliminate  or  add  new  items  to  any  estimate  in  the  budget 
except  those  for  legislative  expense  and  the  Supreme  Court,  and  is 
required  to  enter  his  approval  or  revision  of  an  estimate  in  a  column 
provided  for  that  purpose.  In  other  words,  it  is  made  mandatory 
upon  the  governor  to  pass  judgment  and  record  his  opinion  upon 
every  item  of  expenditure  proposed  for  the  purpose  of  carrying  on 
the  state's  business,  other  than  that  of  the  Legislature  and  the  Su- 
preme Court. 

After  this  record  has  been  made,  the  preliminary  l)udget  becomes 
known  as  the  Governor's  Budget,  which  must  be  submitted,  together 
with  a  budget  bill,  to  the  Legislature  within  five  days  after  it  con- 
venes. 

This  budget  furnishes  to  the  Legislature  all  the  information 
needed  to  guide  it  in  the  exercise  of  the  important  function  of  mak- 
ing appropriations.  It  contains  general  data  relative  to  the  state's 
financial  condition ;  a  comparative  summary  by  departments,  giving 
the  appropriations  and  expenditures  of  each  for  the  completed  bien- 
nium  and  the  first  year  and  a  half  of  the  current  biennium,  and  the 
estimated  expenditures  for  the  ensuing  biennium;  a  comparative 
summary  by  funds,  with  similar  detail ;  a  general  summary  by  funds, 
giving  the  estimated  non-tax  revenues,  estimated  expenditures  and 
estimated  tax  levy  for  the  ensuing  fiscal  biennium,  based  upon  data 
contained  both  in  the  preliminary  and  the  governor's  budget;  de- 
tailed estimated  expenditures,  receipts  and  other  information  fur- 
nished by  department  heads;  and  a  detailed  statement  of  appropria- 
tions, expenditures  and  unexpended  balances,  by  departments  and 
subdivisions  of  departments,  for  each  year  of  the  completed  bien- 
nium and  the  first  year  and  a  half  of  the  current  biennium. 

The  end  sought  in  this  process  of  budget-making  is  to  fix  respon- 
sibility for  public  expenditure,  and  fixed  responsibility  is  the  best 
known  remedy  for  the  itch  to  spend,  which  at  all  times  is  more  or 
less  epidemic  among  public  officials.  By  this  process  the  expending 
agent  is  required  to  convince  the  governor  that  his  demands  for 
money  are  commensurate  with  the  service  he  proposes  to  render. 
The  governor  in  turn  serves  notice  upon  the  legislature  that  the 
several  amounts  set  forth  in  the  budget  bill  are  the  maximum  for 
which  he  w'ill  assume  responsibility,  and  that  any  increases  or  addi- 
tions must  be  made  without  his  sanction  or  approval.  Thus  each  is 
left  answerable  for  his  or  its  acts  to  the  electorate,  the  judgments 
of  which  are  tempered  by  the  condition  of  its  pocketbook  after  all 
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taxes,  fees  and  assessments  necessary  for  the  support  of  govern- 
ment have  been  paid. 

The  present  budget  law,  as  originally  introduced,  carried  the  pro- 
vision that  the  legislature  could  not  increase  or  add  a  new  item 
without  a  two-thirds  vote  of  both  houses.  This  provision  would 
have  been  a  warning  to  the  legislature  of  the  futility  of  increasing 
the  governor's  budget  unless  such  increase  had  sufficient  support  to 
carry  over  the  executive's  veto.  Provision  was  likewise  made  for 
the  immediate  introduction  of  the  budget  bill,  and  within  five  days 
thereafter  the  consideration  of  it  by  the  appropriations  committees 
of  the  two  houses  sitting  jointly  in  open  session,  and  after  the 
fiftieth  legislative  day  for  its  consideration  by  both  houses,  to  the 
exclusion  of  all  other  legislation.  It  further  provided  that  neither 
house  could  consider  other  or  special  appropriations,  except  for 
emergencies,  until  the  budget  bill  had  passed  both  houses,  and  that 
each  such  special  appropriation  should  be  known  as  a  "  Supplemen- 
tary Appropriation  Bill "  embodied  in  a  separate  act  limited  to 
some  single  work,  object  or  purpose,  and  providing  and  designating 
the  source  from  which  the  appropriated  funds  were  to  be  derived. 

These  provisions  were  eliminated  upon  the  grounds  that  one 
legislature  could  not  bind  another  in  methods  of  procedure.  They 
should  be  restored,  if  not  by  amendment  to  the  statute,  by  adoption 
as  joint  rules  of  the  two  houses.  It  has  required  only  two  legisla- 
tive sessions  to  demonstrate  their  value.  At  the  1925  special  session, 
a  supplemental  appropriation  bill* was  passed  prior  to  the  enactment 
of  the  general  budget  bill.  The  bill  carried  several  items  contained 
in  the  governor's  budget.  As  a  result,  both  the  governor  and  the 
legislature  were  left  in  the  dark  as  to  what  appropriations  the  om- 
nibus bill  would  really  carry  when  finally  enacted.  There  was  no 
basis  upon  which  the  bill  could  be  intelligently  considered.  All  that 
was  known  was  that  somebody  wanted  more  money  and  got  it. 

At  the  regular  session  of  1927,  it  was  not  until  the  clock  had 
been  stopped  at  midnight  of  the  last  day  and  the  legislature  held  in 
session  twelve  hours  beyond  the  legal  limit,  that  the  highway  appro- 
priation bill,  which  was  a  part  of  the  governor's  budget,  was  passed. 
This  bill  had  been  before  the  legislature  for  fifty-five  days  and 
there  was  no  valid  reason  why  it  should  not  have  been  considered 
upon  its  merits  and  acted  upon  early  in  the  session.  It  was  held 
back,  as  it  always  has  been,  for  trading  purposes  and  to  be  used  as 
a  club  to  enforce  or  defeat  the  enactment  of  other  legislation.  In 
view  of  these  experiences,  we  are  forced  to  the  conclusion  that  the 
inviolate  prerogative  of  the  legislature,  which  prompt  consideration 
of  the  budget  bill  infringes,  is  that  of  horse-trading,  which  is  always 
carried  on  at  the  expense  of  the  taxpayer. 

After  requests  for  appropriations  have  been  held  to  definitely  de- 
termined needs,  and  responsibility  for  appropriations  has  been  fixed. 
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the  next  step  in  a  successful  budgetary  system  is,  of  course,  to  keep 
expenditures  well  within  appropriations.  Under  the  state  budget 
act,  no  department  head  or  disbursing  officer  is  permitted  to  incur 
a  deficiency  under  penalty  of  summary  dismissal  from  office.  De- 
ficiencies can  be  incurred  only  upon  declaration  of  emergencies  by 
the  governor,  and  in  no  biennium  shall  these  deficiencies  total  more 
than  $150,000.00. 

No  budget  system,  however  well  planned,  will  work  automatically. 
It  must  be  coupled  up  with  a  uniform  system  of  accounting  and 
protected  by  regular  and  frequent  audit  and  examination  of  the 
several  expending  agencies.  Since  the  enactment  of  the  state 
budget  law,  the  state's  system  of  uniform  accounting  has  been  re- 
vised so  as  to  bring  the  books  of  all  departments  into  agreement 
with  the  state  auditor's  records.  These  books  are  kept  in  agree- 
ment by  means  of  detailed  monthly  reports,  which  gives  the  auditor 
a  signed  statement  of  expenditures  as  shown  by  the  department's 
books  and  the  department  a  signed  statement  that  its  report  is  in 
agreement  with  the  auditor's  records.  By  means  of  this  system  of 
reporting,  the  budget  division  is  at  all  times  kept  advised  as  to  the 
rate  of  expenditure,  so  that  any  unusual  expenditures  or  trans- 
actions may  be  called  to  the  attention  of  the  governor  and  steps 
taken  to  curb  or  correct  them.  Among  other  things,  the  new  system 
takes  into  consideration  the  inventories  of  stores  on  hand  in  all  de- 
partments and  institutions,  and  discloses  the  actual  cost  of  operation, 
rather  than  accepting  a  mere  statement  of  expenditures  as  such. 

In  brief,  a  detailed  record  of  the  state's  current  business  is  kept 
to  determine  actual  or  legitimate  needs,  so  that  an  intelligent  and 
accurate  check  may  be  made  of  departmental  requests  at  the  follow- 
ing budgeting  period. 

As  has  been  said,  budget-making  is  new  to  the  State  of  Wash- 
ington. Only  one  complete  biennial  budget  has  been  compiled  in 
accordance  with  the  new  state  budget  law.  We  have  proceeded  far 
enough,  however,  to  become  convinced  that  the  dollar  which  lends 
itself  most  readily  to  budget  control  is  the  tax  dollar,  the  dollar 
which  is  derived  from  a  direct  tax  of  property.  It  comes  the  hard- 
est, consequently  is  watched  the  closest.  The  dollars  which  are 
difficult  to  corral  are  those  which  flow  in  from  sales  taxes,  motor 
vehicle  and  other  licenses,  tuition,  regulatory  and  other  fees,  fed- 
eral aid,  land  grants,  and  endowments,  and  a  multiplicity  of  other 
indirect  sources.  These  are  the  taxes,  for  they  are  taxes  which  the 
public  pays  unconsciously  and  which  public  officials  spend  uncon- 
scionably.    They  come  easy  and  go  easy. 

Heads  of  departments,  the  activities  of  which  are  financed  en- 
tirely, or  in  a  large  part,  from  these  sources,  too  often  assume  the 
attitude  of  "  this  is  our  money,  it  isn't  costing  the  taxpayer  any- 
thing," and  then  proceed  to  draft  a  budget  to  take  up  all  available 
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revenues,  rather  than  one  to  meet  the  legitimate  demands  of  service. 
When  a  budget  of  this  kind  is  presented  to  the  legislature  it  puts 
itself  in  the  clear  by  writing  into  the  appropriation  bill  the  proviso, 
'*  not  to  exceed  fees  collected,"  and  lets  it  go  as  it  looks. 

One  of  the  difficulties  we  have  encountered  has  been  to  bring 
into  proper  accounting  and  under  budgetary  control  the  numerous 
non-appropriation,  local,  trust  and  revolving  funds.  While  expen- 
ditures from  these  funds  do  not  have  to  be  made  pursuant  to  a  legis- 
lative appropriation,  their  application  does  have  a  direct  and  very 
material  bearing  on  the  question  of  what  amounts  are  to  be  appro- 
priated for  the  support  of  departments  and  institutions  having  use 
of  such  funds.  To  date  we  have  unearthed  in  excess  of  fifty  local 
and  trust  funds.  Receipts  to  the  funds,  which  total  approximately 
$2,000,000.00  annually,  are  not  handled  by  or  reported  to  the  State 
Treasurer.  It  may  be  that  these  receipts  cannot  be  properly  desig- 
nated as  state  money,  nevertheless  we  are  proceeding  on  the  theory 
and  in  the  belief  that  all  moneys  collected  by  any  state  officer  or 
employee  by  reason  of  his  official  capacity,  are  subject  to  the  audit, 
supervision  and  control  of  the  state,  and  wherever  possible  should 
be  made  use  of  to  replace  moneys  derived  from  direct  taxation.  To 
be  effective,  any  budgetary  system  must  encompass  every  dollar  ex- 
pended by  or  through  a  public  agency  or  institution,  regardless  of 
the  source  from  which  it  comes  or  by  whom  it  is  handled. 

Highways  and  educational  institutions  form  one  of  the  chief 
worries  of  the  budget-maker.  This  state  is  expending  approximately 
$14,000,000.00  annually  upon  highways,  all  of  which  is  derived  from 
motor-vehicle  license  fees,  gasoline  taxes  and  federal  aid.  There 
are  no  bond  issues  or  property  taxes  for  state  highway  purposes; 
consequently  all  highway  funds  are  "  our "  money,  everybody's 
money,  and  the  chief  aim  of  everybody  is  to  get  as  much  of  it  as 
possible  for  their  respective  communities.  The  demand  for  im- 
proved highways  has  been  so  universal  and  so  insistent  that  the 
only  effort  put  forth  has  been  to  spend  all  the  money  available. 

Highway  activities  have  developed  so  rapidly  that  the  business  of 
building  and  maintaining  roads  has  run  away  from  proper  and 
accurate  accounting  methods  and  budget  control.  There  has  been 
no  attempt  at  detailed  budgeting  of  highway  costs  and  expenditures. 
There  has  been  no  segregation  of  engineering  expenses,  no  set-up 
for  the  purchase  of  machinery  and  equipment,  and  no  detailing  of 
mileages  of  grading,  surfacing  or  paving.  Every  item  in  the  road 
appropriation  bill  has  been  treated  as  an  appropriation  of  and  by 
itself,  against  which  was  chargeable  almost  every  and  all  classes  of 
expenditure.  The  central  idea  has  been  to  get  the  highways,  re- 
gardless of  cost  or  regardless  of  whether  a  million  or  two  has  been 
wasted  along  the  way. 

Doubtless  similar  conditions  have  prevailed  in  other  states.     Our 
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inquiries  to  departments  of  other  states  as  to  their  methods  of  high- 
way cost  accounting  have  for  the  most  part  brought  the  answer  that 
they  are  grappling  with  the  same  problem  as  we. 

Now  that  the  state's  highway  system  is  well  defined  and  main 
arteries  are  in  fair  condition  of  improvement,  there  is  no  reason 
why  the  highway  budget  should  not  be  drawn  upon  the  basis  of 
traffic  demands,  with  detail  and  classification  of  unit  costs,  rather 
than  upon  a  basis  of  available  revenues  with  no  detail. 

Nowhere  has  effort  to  apply  budgetary  control  to  public  expendi- 
tures met  with  more  stubborn  opposition  than  in  the  field  of  higher 
education.  Every  early  attempt  to  bring  about  business  methods  in 
the  administration  of  educational  affairs  was  branded  as  a  threat 
against  education  by  the  educational  enthusiasts  who  demanded  that 
they  be  left  free  to  soar  among  the  clouds  of  idealism,  regardless 
of  whether  there  was  any  fuel  in  the  gas  tank  or  not.  Nowhere  has 
the  cry  of  ''  hands  off,  this  is  '  our  '  money  "  been  more  pronounced 
than  in  this  field,  and  "  our  "  money  included  not  only  that  derived 
from  the  earnings  of  endowments  and  investments  and  tuition  fees, 
but  that  raised  for  each  institution  by  means  of  fixed  levies  upon 
the  general  property  of  the  state. 

Progress,  however,  is  being  made.  The  educator  is  coming  to 
realize  that  his  supplies  and  materials  can  be  purchased  through  the 
state's  purchasing  division  at  a  saving  to  his  institution,  and  that 
proper  accounting  and  careful  budgeting  of  institutional  finances 
makes  for  more  and  better  education,  rather  than  less.  As  a  result 
of  the  operation  of  the  state  budget  law  and  of  budget  hearings 
held  at  each  institution,  the  educational  lobby  was  absent  from  the 
state  capitol  during  the  last  legislature  for  the  first  time  in  the  his- 
tory of  the  state.  The  educational  budget,  as  submitted  to  the  legis- 
lature, was  adopted  without  change,  to  the  satisfaction  of  the  heads 
and  governing  bodies  of  the  state's  five  institutions. 

I  have  attempted  in  this  rather  crude  and  rambling  manner  to 
depict  some  of  the  problems  which  we  have  encountered  in  attempt- 
ing to  put  into  operation  a  budget  law  in  the  State  of  Washington. 
Only  one  biennial  budget  has  been  prepared  in  accordance  with  its 
provisions,  but,  I  believe,  most  of  the  state's  executive  and  admin- 
istrative officials,  members  of  the  legislature,  and  the  public  in  gen- 
eral, regard  it  as  a  forward  step  in  constructive  legislation.  If  its 
provisions  are  carried  out  and  its  requirements  met,  its  continued 
operation  can  have  but  one  result — more  businesslike  and  econom- 
ical conduct  of  public  affairs,  a  better  understanding  between  the 
taxpayers  and  public  officials,  and  a  lightening  of  the  tax  burden. 

Chairman  Bailey:  I  stated  in  the  beginning  that  I  thought 
most  of  us  had  such  a  law,  and  I  believe  we  have  them,  but  the 
trouble  with  most  of  us  is,  we  do  not  enforce  them,  and  it  does  not 
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matter  how  good  a  law  is,  if  you  do  not  put  it  into  force  it  does 
not  amount  to  much.     We  ignore  law. 

Down  in  my  state  a  few  years  ago  we  passed  a  limitation  law, 
forbidding  the  various  taxing  units  from  going  beyond  a  certain 
point,  and  I  have  never  seen  one  of  those  laws  last  over  two  years. 
The  legislature  would  pass  it  and  would  go  along  on  it,  and  the  next 
legislature  would  raise  it  a  little,  and  it  keeps  raising,  and  it  is  still 
raising.  I  am  mighty  glad  our  friend  Chapman  is  here ;  he  is  going 
to  tell  us  all  about  that.  The  next  paper  on  the  program  is  The 
Oregon  Tax  Limit  Laws,  by  Mr.  C.  C.  Chapman  of  Portland, 
Oregon. 

OREGON  TAX  LIMITATION 

C.  C.  CHAPMAN 

Editor,  The  Oregon  Voter,  Portland,  Oregon 

Oregon's  6%  limitation  is  the  taxpayer's  defiance  of  the  tax  ex- 
pert. It  was  voted  into  our  constitution  in  1916,  and  there  it  sticks, 
stoutly  upheld  by  overwhelming  public  opinion.  Housewives  say: 
"  We  think  it's  a  good  idea  to  have  some  kind  of  a  limit  on  taxes. 
Look  at  the  school  teachers.  They  get  big  salaries,  vacation  all 
summer,  vacation  at  the  holidays  and  every  Saturday  off.  If  we 
don't  limit  taxes,  there's  no  telling  how  much  they  may  spend." 

This  feminine  reasoning,  founded  somewhat  in  jealousy,  hardly 
conforms  to  the  rules  of  Aristotelfen  logic,  but  it  reflects  the  attitude 
of  the  average  woman — and  man.  Every  attempt  to  get  rid  of  this 
tax  limitation  has  failed  because  of  the  human  desire  to  keep  the 
lid  on  other  folks'  longing  to  get  more  money  by  the  simple  process 
of  having  it  voted  to  themselves.  The  housewives  can't  vote  more 
money  into  their  own  pockets.  They  can't  vote  salary  increases  or 
wage  raises  for  their  husbands.  They  would  do  it  if  they  could,  but 
they  haven't  found  a  way  of  doing  it,  so  meantime  they'll  try  to 
stop  other  folks  from  doing  it  and  they  think  the  tax-limitation  idea 
is  the  one  way  to  stop  it. 

Then  these  same  people  who  rely  on  the  tax-limit  plan  will  go  to 
the  polls  and  vote  a  tax  for  some  popular  purpose,  thinking  they  are 
voting  it  onto  somebody  else.  Which  they  are,  as  a  rule.  For  the 
householder  who  lives  in  his  own  house  and  owns  no  other  property 
usually  pays  very  little  taxes.  He  is  told  that  this  particular  project 
for  $1,000,000  taxes  will  cost  him  only  one  dollar  and  that  the  big 
corporations  will  have  to  pay  most  of  the  bill;  so  he,  wife,  daughter 
and  aunt  rally  to  the  polls  and  vote  "  Yes  ".  Who  wouldn't  vote  a 
dollar  onto  himself  for  the  sake  of  making  somebody  else  put  up  a 
million  ? 

Out  here  in  this  wonderful  West  we  have  the  initiative  and  refer- 
endum, so  we're  in  the  habit  of  voting  on  every  kind  of  a  proposi- 
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tion.  The  voters,  not  the  administrative  of  legislative  bodies,  pass 
on  fiscal  policies.  The  more  intricate  the  financial  proposition  in- 
volved, the  more  readily  the  public  can  jump  to  a  quick  conclusion 
on  it  and  the  greedier  it  is  to  vote  on  it.  That  which  is  complex  to 
the  man  who  knows  is  simple  to  the  mass  who  don't  know. 

Our  67"  limitation  is  the  product  of  the  initiative.  It  was  initiated 
in  the  name  of  a  taxpayers'  association  by  a  man  financed  by  large 
taxpaying  interests  among  whom  he  had  promoted  the  tax-limit  idea. 
His  compensation  was  to  be  a  certain  percent  of  taxes  saved  in 
one  year  by  the  operation  of  this  limitation.  He  collected  his  com- 
mission, and  the  politician  who  was  president  of  the  taxpayers' 
association  got  elected  governor. 

This  6%  limitation  was  a  constitutional  amendment.  It  provided 
that  no  tax-levying  body  could  levy  in  any  one  year  a  levy  amount- 
ing to  more  than  6%  of  the  amount  levied  the  previous  year,  but 
exempted  bond  interest,  bond  redemption  and  taxes  voted  by  the 
people  from  its  limitation. 

Result:  The  tax-levying  bodies  as  a  rule  levied  right  up  to  the 
67o  increase  regardless  of  whether  they  needed  the  money,  for  fear 
of  reducing  the  base  to  a  point  so  low  that  a  67o  increase  a  follow- 
ing year  would  not  yield  what  they  might  need  that  following  year. 
Some  tax-levying  bodies  did  not  follow  that  rule — they  levied  right 
down  to  their  immediate  needs,  thus  cutting  their  base  to  a  low  level. 
They  haven't  recovered  yet  from  the  efifects  of  that  indiscretion,  for 
new  requirements  arose  and  they  couldn't  levy  enough  to  meet  them. 

Then  came  the  resort  to  bond  issues  and  to  taxes  voted  by  the 
people.  The  tax-levying  bodies  used  what  sense  they  had  in  figur- 
ing out  that  if  they  spent  money  for  less  popular  purposes,  or  less 
popularly-understood  purposes,  from  funds  available  within  the  6?o 
limitation,  they  could  put  the  popular-purpose  taxes  up  to  a  vote 
and  the  people  would  vote  them  because  of  the  popularity  of  the 
purpose.  And  they  did,  thus  supplying  governmental  branches  with 
far  more  money  than  they  would  have  received  had  the  full  respon- 
sibility for  taxes  remained  with  those  same  governmental  branches. 
For  tax-levying  bodies  wouldn't  dare  levy  taxes  on  their  own  re- 
sponsibility in  amounts  such  as  would  be  voted  cheerfully  and  with 
enthusiasm.  It  came  to  be  fashion  to  "  pass  the  buck  "  to  the  people. 
City  councils,  school  boards,  county  commissions,  the  state  legisla- 
ture and  other  bodies  simply  passed  money-spending  proposals  along 
to  the  voters,  thus  escaping  their  own  responsibility  for  high  taxes. 

Worst  of  all,  in  putting  these  expenditure  proposals  up  to  voters, 
either  in  bond  issues  or  taxes,  they  were  put  up  in  round  numbers, 
or  in  flat  millage  taxes — simple  amounts  that  were  readily  talked 
about,  like  a  "million"  or  a  "mill".  It's  a  mean  man  who  wouldn't 
promise  a  friend  a  pup  if  he  expected  a  litter,  and  it's  a  mean  man 
who  wouldn't  vote  for  a  tax  of  one  little  "  mill  "  for  a  good  cause 
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like  education,  or  a  public  auditorium,  or  a  veterans'  community 
center,  or  an  armory,  or  a  band  concert.  Of  course  the  "  mill  " 
might  raise  a  million,  but  a  "mill"  is  such  a  little  thing.  It  only 
makes  a  dollar  difference  in  taxes  on  the  ordinary  residence. 

So  now  in  Oregon  we  are  loaded  with  millage  taxes  voted  by  the 
people  in  governmental  units  of  varying  size  from  the  state  down 
to  the  tiniest  municipal  district.  These  millage  taxes  run  along  year 
after  year.  The  amount  they  raise  depends  in  no  sense  upon  the 
amount  needed,  but  upon  the  amount  of  the  assessed  value  of  prop- 
erty. Once  voted,  it  is  almost  impossible  to  get  one  of  these  mill- 
age  taxes  repealed.  They  are  continuous — a  mill  a  year — and  like 
Tennyson's  brook,  they  run  on  and  on  and  on.  The  burden  of 
state-wide  millage  taxes  alone  in  Oregon  is  more  than  twice  as 
heavy  as  the  burden  of  all  taxes  levied  by  the  legislature  within  its 
powers,  circumscribed  as  they  are  by  the  6%  limitation.  The  legis- 
lature would  not  have  dreamed  of  levying  these  millage  taxes  itself 
in  such  amounts ;  no,  but  it  passed  the  levy  laws,  submitting  them  to 
the  people.  Some  of  these  millage-levy  laws  were  ratified,  others 
not  ratified,  depending  upon  the  whim  of  the  electorate  or  the  pro- 
motion ability  of  prospective  beneficiaries,  but  those  which  were 
ratified  now  aggregate  4.56  mills,  while  all  taxes  by  direct  authority 
of  the  legislature  aggregate  only  2  mills.  A  similar  story  may  be 
related  as  to  many  of  our  local  subdivisions. 

Bond  issues  met  a  similar  reception  —  some  turned  down,  others 
adopted.  Special  taxes,  such  as  high  license  fees  on  motor  vehicles 
and  the  gasoline  tax,  also  were  enacted,  the  yield  running  into  mil- 
lions, but  fortunately  not  a  burden  upon  property  and  fortunately 
caring  for  our  huge  bond  issues  for  state  highways.  Counties  which 
bonded  themselves  for  roads  are  taking  full  advantage  of  the  right 
to  tax  outside  of  the  6%  limitation  for  bond  interest  and  redemption, 
and  are  making  property  pay  this  large  annual  bill  despite  the  fact 
that  the  counties  receive  25%  of  the  motor-vehicle  license  fees, 
given  with  the  declared  purpose  of  helping  carry  road-bond  load. 

In  the  light  of  this  experience,  may  we  say  that  the  6%  limitation 
is  a  success?  In  one  sense,  yes — for  the  aggregate  tax  burden  on 
property  is  less  in  Oregon  than  in  neighbor  states,  judged  by  its 
relation  to  the  full  value  of  property.  It  is  just  about  the  same  on 
a  per-capita  basis,  despite  the  fact  that  Oregon  is  sparsely  populated 
in  comparison  with  Washington  and  California.  In  another  sense, 
yes;  in  that  it  has  kept  a  sort  of  fear  in  the  hearts  of  tax-levying 
officials,  being  a  constant  irritating  reminder  of  the  determination 
of  the  people  to  limit  governmental  powers  to  levy  taxes.  In  a  third 
sense,  yes — in  that  the  tremendously  preponderant  public  opinion, 
after  twelve  years'  experience,  is  in  favor  of  retaining  it.  In  behalf 
of  the  Property  Tax  Relief  Commission,  as  chairman  of  a  sub- 
committee, I  gather  evidence  as  to  experience  and  opinion,  and  file 
a  transcript  of  same  for  your  official  records. 
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To  tlie  practiced  eye  of  the  public  administrator,  or  to  the  tax- 
payer or  publicist  who  closely  observes  the  operations  of  govern- 
ment, the  6%  limitation  has  operated  miserably.  He  observes  that 
money  is  lacking  for  many  vitally  necessary  governmental  func- 
tions, while  the  surplus  for  other  functions  is  so  heavy  that  the  ad- 
ministrators have  a  time  of  it  to  plan  ways  of  spending  it.  The 
millage  taxes  are  the  chief  sources  of  these  wastes.  Their  inex- 
orable operation,  continuously  year  after  year,  brings  in  revenue  in 
no  sense  proportioned  to  the  actual  budget  requirements  of  the  gov- 
ernmental activities  so  financed.  To  some  activities,  the  yield  is  too 
small,  their  growth  having  far  exceeded  the  increase  in  assessed 
valuation  upon  which  their  millage  is  levied.  To  others,  the  yield 
is  far  beyond  actual  necessities,  providing  funds  in  amounts  which 
tax  the  ingenuity  of  the  administrators  to  expend  judiciously  and 
acceptably.  The  wastes  in  some  governmental  branches  are  at  the 
expense  of  crippling  other  governmental  branches.  The  total  bur- 
den is  normal,  considering  what  taxes  are  elsewhere,  but  from  the 
standpoint  of  efficient  expenditure  of  this  total  yield,  proportioning 
between  items  is  indefensible. 

Too  much  oats,  too  little  hay.  Candy  for  one  baby,  skim  milk 
for  the  other.  Deficits  in  one  identical  branch  of  government  while 
millions  of  surplus  are  in  bank  to  the  credit  of  that  identical  branch, 
but  unavailable  to  relieve  the  deficits.  Our  state  government  is  the 
most  conspicuous  instance  of  this;  its  ordinary  activities  are  oper- 
ated on  a  make-shift  basis,  without  provision  for  necessary  capital 
improvements,  without  adequate  maintenance,  with  a  heavy  book- 
keeping deficit  partly  financed  by  temporary  borrowing  between 
tax-payment  periods ;  its  extraordinary  activities  with  millions  on 
deposit  and  the  certainty  that  annually  the  millage  will  bring  in 
more. 

The  taxpayer  defied  the  expert.  His  tax  is  less  than  elsewhere — 
but  the  government  for  which  he  pays  is  starving  in  essential 
branches  while  overfed  in  others.  We  believe  the  taxpayer  should 
take  counsel  of  the  expert  and  repeal  the  limitation  in  the  interest 
of  efficiency,  without  sacrificing  economy — but  he  doesn't  trust  the 
expert.  His  opinion  of  the  tax  expert  is  that  the  gentleman  is  an 
artist  at  devising  new  forms  of  extracting  more  revenue  from  the 
taxpayer  as  a  natural  victim — so  he  declines  to  trust  him  and  in- 
tends to  limit  him. 

Chairman  Bailey:  I  have  studied  carefully,  for  a  number  of 
years,  the  condition  of  which  Mr.  Chapman  has  been  speaking,  and 
I  am  of  the  opinion  that  the  best  possible  way  to  raise  taxes  is  to 
limit  in  that  manner,  because  every  tax-gatherer  will  say  unless  he 
keeps  it  up  this  year  he  cannot  get  anything  next  year.  I  want  you 
to  think  about  that. 
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We  have  in  our  midst  a  man  that  has  had  a  lot  of  experience  in 
looking  into  these  matters,  an  outstanding  character  in  this  com- 
munity. I  would  like  to  ask  if  Mr.  Nathan  Eckstein  is  in  the  room. 
We  would  like  to  hear  from  him  for  a  little  while. 

Nathan  Eckstein  (Washington)  :  Mr.  Chairman  and  Gentle- 
men :  This  is  not  a  paper  that  I  am  going  to  read.  This,  that  I 
have  in  my  hand  is  a  list  of  delegates,  so  you  need  not  be  afraid  I 
am  going  to  read  anything.  I  haven't  any  address.  I  am  not  on 
the  program.     I  don't  know  why  I  am  called  on. 

I  have  heard  references  here  today  to  foolishness  and  to  good 
American  common  sense,  on  this  tax  question,  and  sometimes  I 
wonder  what  it  is  all  about. 

I  am  not  going  to  talk  to  you  as  experts,  but  rather  as  good 
American  citizens,  the  kind  we  want  to  settle  in  the  State  of  Wash- 
ington, and  instead  of  criticizing  our  tax  laws — and  I  imagine  there 
is  criticism  due — I  am  going  to  tell  you  of  some  of  the  beauties  of 
our  tax  laws.  I  am  perfectly  willing  to  criticize  our  tax  laws  be- 
fore our  legislature,  when  it  may  mean  relief,  and  before  our  tax- 
levying  bodies  when  it  may  mean  more  taxes,  but  in  speaking  to 
you  I  am  going  to  tell  of  a  few  of  the  advantages  of  our  system. 

Eirst  of  all,  what  is  all  this  complaint  of  high  taxes?  We  have 
heard  complaint  of  high  taxes  ever  since  prosperity  struck  our  coun- 
try. Since  people  have  more  moi^y  they  are  spending  more,  and 
they  are  spending  more  for  public  purposes  just  like  they  are  spend- 
ing more  for  private  purposes.  Since  I  have  watched  this  tax 
situation  I  have  seen  the  mode  of  living  of  our  people  change,  and 
always  to  a  higher  plane,  and  whenever  the  mode  of  living  changes 
to  a  higher  plane,  nothing  but  a  great  work  is  done  and  you  can 
never  reduce  it  again.  People  will  not  go  from  a  higher  plane  to 
a  lower,  neither  in  private  or  public  expenditures,  unless  they  are 
forced  to  do  it. 

Man  is  led  by  woman.  Since  we  have  been  talking  of  higher 
taxes,  because  they  have  been  going  up,  woman  has  changed  her 
dress  from  cotton  and  wool  to  silk  and  near-silk,  but  woman,  being 
smarter  than  man,  who  levies  the  taxes,  has  equalized  things  be- 
cause while  she  is  using  higher-priced  materials  she  is  using  less  of 
them.     (Laughter) 

Mere  man  has  not  had  good  sense.  We  have  adopted  more  elab- 
orate methods  of  government,  more  expensive  methods  of  govern- 
ment, and  have  loaded  ourselves  down  with  more  government.  It 
is  not  that  our  government  is  more  expensive,  but  that  we  have 
more  government,  which  makes  it  so  expensive.  If  we  follow  out 
the  idea  of  woman  and  reduce  the  weight  of  government,  as  we 
improve  the  quality,  if  you  please,  we  will  get  taxes  back  again 
where  they  were;  but  just  as  woman  will  admit  that  she  is  never 
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going  to  buy  cheaper  material  again,  so  we  will  never  have  cheaper 
taxes  unless  we  do  away  with  that  overweight  of  government,  like 
the  overweight  that  woman  discarded  when  she  stopped  being  a 
street-sweeper. 

Now,  that  is  the  beginning  of  our  high  taxes.  A  great  deal  of 
the  information  which  we  get  about  taxes  is  more  or  less  mislead- 
ing, and  that  is  why  it  has  so  little  appeal.  We  are  making  too 
many  arguments  which  the  taxpayer,  when  he  sits  in  his  easy-chair 
reading  his  newspaper,  or  whatever  it  may  be,  or  listening  to  his 
radio,  thinks  are  not  fair  arguments. 

Let  us  take  our  own  city,  Seattle.  This  is  the  only  city  in  the 
country  where  you  can  move  to  and  pay  less  taxes  on  property  you 
own.  You  will  pay  a  high  rate  of  taxes  here,  and  our  real-estate 
men  will  tell  you  this  high  rate  of  taxes  is  keeping  dovvii  the  sale 
of  real  estate,  and  that  it  keeps  down  the  enhancement  of  real-estate 
values — and  that  is  true,  real  estate  is  not  going  up  in  proportion  to 
our  taxes — but  let  me  give  you  this  example : 

I  travel  up  and  down  the  coast  a  good  deal ;  you  can  go  out  in 
this  town  and  buy  a  home,  a  modest  home,  for  five  or  six  thousand 
dollars,  or  even  a  home  for  ten  to  fifteen  thousand  dollars,  if  you 
have  the  money.  But,  what  will  you  find  ?  There  are  cities  on  this 
coast,  not  more  than  fifteen  hundred  miles  away  from  here,  where 
the  same  kind  of  a  home  that  you  buy  for  five  thousand  dollars  here 
will  cost  you  ten  thousand  dollars,  and  where  the  ten-thousand-dollar 
home  will  cost  you  twenty  thousand ;  and  then  somebody  will  say  to 
you,  "  Yes,  but  that  lot  is  worth  it,  it  is  worth  so  much  more." 
Maybe  it  is  to  the  man  who  wants  to  buy  it  and  sell  it  again.  But, 
I  won't  sell  my  home,  I  want  to  live  in  it,  and  I  am  better  ofif  to 
have  an  original  investment  of  $10,000  in  a  home  and  the  interest 
on  $10,000,  rather  than  to  have  the  same  home  on  the  same  kind  of 
a  lot,  with  the  same  kind  of  advantages,  for  $20,000.  That  is  a 
double  interest  charge,  because  in  one  case  the  interest  charge  is 
roughly  six  or  seven  hundred  dollars,  and  in  the  other  case  it  is 
fourteen  hundred  dollars. 

Now,  then,  our  tax  may  be  a  little  higher  per  thousand  or  per 
hundred,  but  it  is  less  on  that  home,  very  much  less  on  the  home, 
because  the  value  is  only  about  one-half.  Building  material  is 
cheaper  here.  Lumber  is  cheaper,  brick  is  cheaper,  and  so  on,  and 
then  the  ground  is  worth  less — not  worth  less  intrinsically — but  less, 
partly  because  our  taxes  are  high. 

So,  high  taxes  may  be  a  blessing  in  disguise.  I  heard  some  one 
say  that  our  taxes  are  too  high.  He  can  buy  a  site  here  for  one- 
quarter  what  it  would  cost  somewhere  else;  he  puts  that  much  less 
investment  in  it,  and  he  pays  about  that  much  less  taxes  on  the  total 
investment  that  he  pays  somewhere  else.  So,  we  should  not  take 
the  taxes  entirely  on  a  money  value,  but  take  it  on  a  unit  value,  like 
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our  Department  of  Commerce  figures  on  exports.  They  don't  say 
we  export  so  many  millions  of  pounds  weight,  or  so  many  million 
dollars  of  manufactured  goods;  they  say  we  export  so  many  units, 
bushels  of  wheat,  or  tons  of  steel.  In  other  words,  our  taxes  are 
not  too  high  —  I  am  not  talking  to  our  city  council,  remember — 
per  unit. 

First  of  all,  we  are  spending  more  than  one-half  of  our  total  tax 
collections,  more  than  one-half  of  all  the  taxes  collected  in  this 
state,  county,  city,  district,  and  so  on,  on  education,  and  you  cannot 
get  the  people  to  spend  less. 

Now,  it  is  true  that  there  is  a  lot  of  fallacy  about  expenditures  in 
education  as  pointed  out  here  by  Mr.  Gardner.  When  we  spend  one 
dollar  and  one  cent  for  education  that  is  not  worth  a  dollar,  it  is 
waste,  and  it  should  not  be  allowed;  and  I  am  proud  to  say  we  have 
a  school  board  in  this  town  who  usually  gets  a  dollar's  worth  for 
ninety-eight  cents ;  but,  we  will  not  spend  less  on  education,  because 
the  people  won't  stand  for  it. 

Now,  of  course,  we  will  say,  "  Why  don't  you  give  the  boys  and 
girls  substantial  education  and  cut  out  the  frills  ?"  It  reminds  me 
of  an  old  farmer  who  came  before  our  tax  commission  and  com- 
plained of  high  taxes.  I  said,  "Where  would  you  cut?"  He  said, 
"  On  education."  He  said,  "  You  are  spending  too  much  money." 
I  said,  "You  want  the  boys  and  girls  to  have  a  good  education?" 
He  said,  "  Yes,  sir,  I  want  them  to  have  the  best,  but  I  want  to  cut 
out  the  frills  in  education."  So,  I  asked  him  where  the  frills  were. 
He  said,  "  Domestic  science  is  one  of  them."  I  said,  "  Is  it?"  He 
said,  "Yes,  sir."  He  said,  "My  granddaughter  goes  to  high  school; 
she  has  taken  domestic  science  for  several  years,  and  she  cannot 
bake  as  good  an  apple  pie  as  my  wife  makes,  who  never  had  any 
schooling."  I  told  him  he  was  right,  but  I  hoped  when  his  grand- 
daughter was  the  age  of  his  wife  she  could  make  just  as  good  an 
apple  pie  as  his  wife  made. 

In  other  words,  we  are  trying  to  teach  the  children  in  school 
what  we  are  too  lazy  or  indolent  to  teach  them  at  home,  and  in  that 
way  we  go  on. 

You  may  laugh  at  this  example.  Bear  in  mind,  I  have  no  paper 
prepared  and  I  have  to  tell  you  the  things  that  come  to  mind.  We 
have  included  in  our  public-school  system  two  universities,  our  State 
College  and  the  University  of  Washington,  both  of  them  splendid 
institutions.  Now,  anybody  can  send  his  boy  to  school  at  the  Uni- 
versity of  Washington,  provided  the  student  is  properly  prepared. 
That  institution  is  supported  by  the  state.     What  do  we  find  ? 

Districts  in  our  state  have  actually  started  junior  colleges.  We 
have  one  district  where  the  people  of  that  subdivision  of  the  state 
have  actually  voted  money  to  start  a  junior  college  in  which  to  edu- 
cate the  boys  and  girls  in  their  district,  paving  for  it  out  of  their 
10 
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own  pockets,  when  they  could  have  the  education  over  in  the  Uni- 
versity of  Washington,  because  they  say  they  want  to  keep  their 
children  at  home  for  at  least  the  first  few  years  of  their  college 
education.  That  is  what  the  people  think  of  education  and  how 
they  are  willing  to  pay  for  it. 

Now,  of  course  taxes  are  too  high,  but  they  are  not  too  high  for 
everybody.  You  will  hear  a  lot  of  talk  about  taxing  only  tangible 
property.  At  least  a  part  of  our  people  are  trying  to  change  it. 
Wealthy  men  are  not  complaining  that  taxes  are  too  high.  The  real 
wealthy  man  pays  no  taxes  in  this  state,  no  matter  how  much  real 
estate  he  owns.  That  may  sound  illogical ;  it  is  the  truth.  In  our 
state  we  have  a  community  property  law  by  which  the  wife  owns 
one-half  of  all  the  property.  Under  that  system  we  are  one  of  the 
few  states  in  the  Union  where  a  wealthy  man  can  divide  an  income 
between  himself  and  his  wife  for  the  purpose  of  paying  the  federal 
income  tax.  With  the  rates  on  the  federal  income  today — and  they 
were  high  a  few  years  ago — a  man  saves  more  on  his  federal  in- 
come tax  than  all  his  local  taxes  amount  to. 

I,  once,  had  some  people  from  the  East  tell  me  that  is  unfair  to 
the  rest  of  the  country  where  they  cannot  divide  up  taxes,  but  we 
have  told  them  it  is  not  unfair  because  every  man,  all  over  the 
countr}^  has  the  perfect  right  to  give  voluntarily  one-half  of  his 
property  to  his  wife.  If  they  are  not  as  chivalrous  there  as  we  are 
here,  it  isn't  anything  against  us. 

So,  you  see  there  are  some  beauties  to  our  tax  system  also.  We 
hear  about  the  people  insisting  on  spending  money.  That  is  true. 
I  have  never  known  a  public  official  who  was  re-elected,  pointing 
out  that  he  had  prevented  the  establishment  of  new  state  institu- 
tions or  doing  new  things  the  people  wanted — and  the  people  always 
want  something.     I  personally  want  something. 

Our  tax-investigation  committee  recommended,  for  instance,  that 
the  gasoline  tax,  to  build  roads,  should  be  three  cents.  It  is  still 
two.  I  would  be  happy  to  have  it  three  cents  tomorrow,  if  that 
extra  cent  would  give  us  a  real  paved  highway  across  the  state  from 
east  to  west,  from  one  border  to  the  other,  as  we  have  one  north  to 
south,  because  it  is  needed. 

There  are  many  other  advantages  which  we  have  in  our  state  in 
taxation.  For  instance,  we  are  not  burdened  with  these  innumer- 
able little  license  taxes  they  have  in  other  cities  and  towns.  I  was 
in  a  city  in  the  south  a  short  time  ago  and  had  my  shoes  shined,  and 
I  looked  around  that  bootblack  stand,  and  back  of  his  chair  was  a 
license.  He  paid  so  much  license  tax  to  the  city.  I  went  to  a 
barbershop  to  get  shaved,  and  the  barber  paid  a  license.  We  don't 
pay  that  kind  of  taxes  here.  Those  are  nuisance  taxes  and  they 
ought  not  to  be.    That  kind  of  business  taxes  ought  not  to  be. 

Then,  we  hear  a  lot  about  bonded  indebtedness  of  the  state.     I 
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believe — and  I  pay  some  attention  to  it — that  our  bonded  indebted- 
ness is  lower  than  any  state  on  the  coast,  when  you  take  real  in- 
debtedness, when  you  take  from  it  such  property  as  our  communities 
own  which  are  capable  of  producing  net  revenue.  Of  course  I  have 
to  say  "  which  are  capable  of  producing  a  net  revenue,"  they  don't 
always  produce  it.  They  are  capable  of  producing  it,  and  are  there- 
fore an  asset. 

You  can  drive  from  the  British  Columbia  border  down  to  the 
Mexican  border  on  a  paved  highway,  excepting  a  few  miles  in  Cali- 
fornia; but  when  you  go  over  the  roads  in  Washington  from  the 
British  Columbia  border  down  to  the  Oregon  border,  every  foot  of 
that  is  paid  for,  no  indebtedness  on  it,  and  when  you  cross  the  line 
of  the  state,  yOu  are  going  over  roads  that  are  not  paid  for,  because 
our  sister  states  have  built  up  bond  issues  that  will  be  paid  by  the 
next  generation.  They  are  now  also  building  for  cash,  but  we 
started  in  to  build  that  way. 

Another  thing :  We  talk  about  high  taxes.  Some  of  the  taxes 
which  we  are  paying  take  the  place  of  private  activity.  For  in- 
stance, when  we  have  increased  the  funds  for  our  fire  department, 
which  we  have  done,  we  have  not  paid  out  for  the  maintenance  of 
our  fire  department.  In  our  district  we  have  a  night  watchman  who 
goes  around  to  see  that  nobody  goes  into  the  ice-box  and  steals  the 
next  morning's  breakfast.  It  would  be  cheaper  for  the  residents  of 
that  district  if  we  paid  a  little  higher  tax  and  had  more  policemen 
up  there  and  did  not  pay  the  private  watchman. 

On  the  same  basis  I  wonder  if  any  of  you  have  ever  made  a  study 
of  how  much  money  is  paid  out  in  all  the  states  of  the  Union  for 
burglary  and  theft  insurance.  Every  dollar  paid  for  burglary  and 
theft  insurance  is  a  disgrace.  I  pay  it.  I  should  not  have  to  pay  it. 
We  should  pay  enough  taxes  to  have  a  police  department  so  that 
burglary  and  theft  insurance  is  not  necessary.  The  police  should 
be  the  burglary  insurance. 

I  am  as  much  opposed  to  high  taxes  as  you  are ;  I  am  suffering 
as  much  from  it  as  anybody;  but  when  we  complain  of  high  taxes 
we  should  figure  what  we  get  for  it  and  make  up  our  mind  what  we 
are  willing  to  give  up.  We  have  changed  from  the  street  car  and 
the  horse  and  buggy  to  the  flivver  and  the  automobile,  and  we  have 
changed  the  same  way  in  government. 

Now,  what  the  people  must  discuss — not  the  tax  experts — what 
the  people  must  discuss  is  what  are  we  willing  to  give  up.  If  I 
want  flowers  in  my  garden  in  front  of  my  home  I  have  to  pay  for 
them,  and  if  I  expect  the  city  government  to  provide  flowers  for 
me  I  must  pay  for  it  in  taxes.  The  only  difference  is  at  my  home 
I  can  pick  them,  and  in  the  city  park  I  cannot  touch  them.  We  are 
paying  for  expensive  government  because  the  people  want  it.  The 
tax  experts,  the  men  composing  this  organization,  are  naturally  con- 
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cerned  with  the  scientific  methods  of  taxation,  and  the  more  scien- 
tific it  is  the  more  truly  fair  it  will  be,  and  fair  taxation  is  the 
crying  need  today. 

Now,  I  would  like  to  get  some  thoughts  on  that.  We  are  today 
engaged  in  a  political  campaign.  Both  factions  are  interested  in 
scientific  taxation,  but  divided  on  that  queston.  I  am  not  going  to 
refer  to  these  issues.  We  are  all  interested  in  scientific  education, 
but  "  scientific  "  means  something  which  can  be  proved  correct. 

So,  before  we  ask  you  to  adopt  something  because  it  is  scientific, 
we  want  to  be  sure  that  you  experts  are  convinced  that  it  is  correct, 
that  it  will  work ;  so  we  do  not  give  up  what  we  have  for  something 
that  is  not  as  good. 

Now,  taxes  are  too  high,  here  and  everywhere  else,  but  what  we 
get  for  our  taxes,  I  believe,  is  infinitely  greater  in  the  State  of 
Washington  than  any  state  with  which  I  am  familiar. 

I  say  to  you  again,  all  of  you  tax  experts  from  all  over  the  coun- 
try, all  of  you  fine  citizens  from  whatever  states  you  hail,  when  you 
want  to  get  something  for  your  tax  dollar,  when  you  want  to  enjoy 
your  life,  when  you  want  to  kick  about  taxes  but  at  the  same  time 
live  happy,  comfortable  and  contented  lives,  come  out  here  where 
you  can  continue  to  kick,  but  enjoy  life. 

Chairman  Bailey:  Gentlemen,  do  not  leave  just  yet.  I  have 
something  interesting  for  you.  I  think  Mr.  Eckstein  has  told  it  to 
you  just  right.  You  are  not  going  to  lower  taxes.  The  difficulty  is 
here :  It  is  not  the  high  cost  of  living  that  is  hurting  you  men,  it  is 
the  cost  of  high  living. 

The  registration  figures  show  there  are  130  ladies  here  —  God 
bless  the  ladies !  —  and  323  men,  making  453  present  at  this  time. 
There  are  forty  states  represented,  the  District  of  Columbia,  Porto 
Rico,  Alaska,  British  Columbia  and  Manitoba.  Don't  forget  as  you 
go  out  to  call  at  the  desk  and  register,  all  you  who  have  not  done  so. 

Now,  here  is  something  that  is  important  to  all  of  you.  The 
railway  officials  want  us  to  announce  to  you  now  that  if  you  want  to 
get  out  of  Seattle  comfortably,  go  at  once  and  get  your  reservations. 

I  was  just  about  to  turn  and  say,  "  Holcomb,  what  else  have  you 
got?"  It  is  a  habit.  How  I  do  miss  Holcomb!  It  seems  to  me 
that  we  can  hardly  get  along  without  Holcomb. 

Mr.  Query,  have  you  got  something? 

George  H.  Sullivan  (Minnesota)  :  I  wanted  to  make  the  an- 
nouncement that  the  states  which  were  to  meet  here  this  morning 
after  adjournment,  meet  now,  immediately. 

C.  E.  Arney  (Washington)  :  In  regard  to  the  trip  tomorrow, 
there  are  Id  tickets  for  the  boat  trip  remaining  out  of  the  250.  We 
want  all  those  going  on  that  trip  to  apply  at  the  registration  desk  for 
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those  tickets.  The  ladies  are  requested  to  pick  up  their  luncheon 
tickets  also  at  the  registration  desk.  We  would  like  to  know,  defi- 
nitely, by  not  later  than  9  o'clock  tomorrow  morning  how  many 
ladies  will  attend  the  luncheon,  in  order  to  make  the  arrangements, 
and  that,  also,  applies  to  the  boat  trip. 

Chairman  Bailey:  We  are  now  open  for  any  discussion,  if  any 
of  you  have  any  questions  to  ask;  or  do  you  want  any  discussion 
of  these  papers? 

Mr.  Wymans  (California)  :  I  would  like  to  ask  Judge  Zoercher 
to  outline  to  us  what  differences  there  are  between  the  operation  of 
the  Indiana  commission  and  the  Washington  Tax  Commission.  He 
probably  is  familiar. 

Philip  Zoercher  (Indiana)  :  In  what  way? 

Mr.  Wymans  (California)  :  You  have  pointed  out  your  commis- 
sion is  largely  an  appeal  board,  as  I  understand. 

Philip  Zoercher  (Indiana)  :  Our  commission  is  an  appeal  board 
as  to  tax  levies  and  bond  issues,  and  also  as  to  valuations.  Any 
taxpayer  whose  valuation  is  placed  higher  than  he  thinks  it  ought 
to  be,  has  a  right  to  appeal  to  our  commission,  and  on  bond  issues 
and  tax  levies  likewise.  I  don't  think  in  the  State  of  Washington 
you  have  a  right  to  appeal  your  tax  levies  and  bond  issues  to  the 
State  Tax  Commissions. 

Mr.  Wymans  (California)  :  That  is  what  I  wanted  to  hear  about 
later,  the  Washington  plan.  I  thought  you  could  outline  for  us  the 
difference  between  the  two. 

C.  E.  Arney  (Washington)  :  I  can  outline  that  if  you  care  for  it. 
Our  law  is  exactly  the  same  as  the  Indiana  law  with  respect  to  the 
assessment  and  valuation  of  property.  In  our  Washington  Tax 
Commission  law  a  clause  gives  to  the  Tax  Commission  the  right  to 
constitute  itself  an  appeal  board  as  to  levies.  xA.ny  interested  tax- 
payer, aggrieved  by  any  local  levy,  may  appeal  to  our  state  Tax 
Commission  upon  the  filing  of  a  bond  for  $200,  guaranteeing  the 
payment  of  the  costs  in  the  event  of  an  unsuccessful  appeal.  That 
appeal  is  heard  by  the  Tax  Commission  in  the  unit  from  which  the 
levy  is  appealed,  and  the  Tax  Commission  after  reviewing  the 
budget  is  authorized  to  lower  or  sustain  the  levy  made ;  but  in  no 
case  to  increase  it. 

Our  Tax  Commission  has  no  control  over  bonds  issued. 

Celphus  p.  Link  (Colorado):  Ladies  and  Gentlemen:  To  an 
official  of  a  state,  a  Tax  Commissioner,  this  certainly  has  been  one 
of  the  best  sessions  of  this  Conference.  The  older  members  of  this 
organization  will,  of  course,  remember  very  well  that  the  National 
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Tax  Association  has  striven  for  many  years  to  specialize  on  ex- 
penditures. Those  of  you  who  were  in  attendance  at  White  Sulphur 
Springs  will  well  remember  that  a  little  band  of  us  persuaded  ex- 
Governor  Lowden  of  Illinois  to  head  a  movement  on  behalf  of  this 
organization,  but  as  usual  we  met  the  old  problem,  that  that  was  an 
enormous  undertaking  which  meant  a  lot  of  work,  and  an  under- 
taking that  was  deemed  too  great  for  this  organization  to  undertake. 

Now,  there  are  many  things  besides  government  in  taxation. 
This  organization  has  accomplished  wonders  in  many  ways,  and  it 
has  been  of  the  greatest  satisfaction  to  the  individual  who  has  done 
splendid  work.  Our  Treasurer,  Mr.  Holcomb,  has  devoted  most  of 
the  last  twenty  years  of  his  life  to  this  organization;  past  President 
Bailey  and  all  the  other  past  Presidents  of  this  organization,  and  all 
you  committee  members,  have  labored  hard,  and  these  things  mean 
much  to  them,  but  I  feel  deeply,  and  I  think  all  of  us  have  felt  that 
the  time  has  come  w'hen  this  organization  should  specialize  on  ex- 
penditures. 

Xow,  I  heartily  agree  w'ith  the  proposition  that  there  is  not  a 
great  opportunity  for  reduction  in  actual  taxes,  if  we  are  going  to 
progress  as  civilization  forces  mankind  to  progress,  but  nevertheless 
there  is  waste,  and  I  am  ashamed  to  say  that  in  spite  of  our  good 
laws,  there  is  some  graft — not  much  graft;  but  what  little  graft  and 
waste  there  is,  is  what  causes  the  great  boat  of  government  to  rock 
all  the  time. 

I  believe  that  nine-tenths  of  the  individuals  and  corporations  are 
honest  and  square,  and  so  it  is  with  officials.  I  think  99  per  cent  of 
officials  selected  in  the  United  States  are  more  conscientious  in  their 
official  duties  and  careful  of  their  tax  dollars  than  they  are  of  their 
private  expenditures,  but  the  one  per  cent  are  the  men  or  women 
who  cause  most  of  the  havoc  in  government,  and  it  is  certainly 
worth  while  for  us  to  stop  and  consider  making  a  study  of  ex- 
penditures. 

Xow%  it  means,  as  I  stated,  much  work  and  expense,  but  we  should 
undertake  it.  Colorado  adopted  a  limit-levy  tax  law  in  1913,  fifteen 
years  ago  last  spring.  What  have  we  found?  What  have  you  found 
everywhere?  Commissioner  Zoercher  will  tell  you.  They  have 
done  wonders  in  stopping  reckless  expenditure ;  but  I  don't  care 
who  is  elected  to  the  school  district,  in  the  county  or  in  the  state  or 
federal  government,  where  there  is  a  call  upon  an  official  to  go  out 
and  get  a  dollar  in  taxes,  there  is  a  call  upon  every  one  of  those 
officials  to  spend  ten  dollars  in  taxes. 

So  enthusiastic  are  the  taxpayers  themselves,  as  Mr.  Livengood 
well  said,  that  they  let  their  enthusiasm  carry  them  too  far. 

Furthermore,  let  us  reason  backwards  a  little  bit.  Let  us  be  opti- 
mistic. If  we  could  cut  the  taxes  of  the  country  in  two  for  every 
state,  county  and  local  subdivision,  why  shouldn't  we  have  a  strict 
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accounting  of  expenditures?  x\nd  why  shouldn't  we  continue  our 
effort  to  have  fair  taxation?  How  unfair  it  is  for  us  to  continue, 
not  year  after  year  in  this  country,  but  century  after  century,  with- 
out all  property  bearing  its  just  share  of  the  burden  of  government 
and  without  every  individual  doing  his  part.  We  must  get  an  ac- 
counting, and  everybody  must  do  his  part. 

(Motion  made  and  seconded  that  the  Conference  adjourn) 

(Motion  carried) 

(Session  adjourned) 


FOURTH  SESSION 

Tuesday,  August  28,  1928.     8:00  P.  M. 

(Round  Table  Discussion  of  State  Tax  Research  Commissions) 

Chairman  Lutz  :  Find  seats,  gentlemen.  We  will  begin  the 
program  of  the  evening. 

The  secretary  of  the  Resolutions  Committee  has  an  announce- 
ment to  make. 

Charles  J.  Tobin  (New  York)  :  Acting  for  Governor  Bliss, 
who  is  the  chairman  of  the  committee,  I  should  like  to  call  the  atten- 
tion of  the  members  and  delegates  to  the  fact  that  they  have  not 
handed  in  the  names  of  the  members  of  the  Committee  on  Reso- 
lutions, and  as  the  committee  meets  tomorrow  morning  it  is  quite 
important  that  we  get  all  the  names  not  later  than  the  close  of  this 
meeting.  There  will  be  somebody  at  the  desk  outside  to  take  the 
names. 

Chairman  Lutz  :  I  have  this  point  to  bring  to  your  attention. 
The  program  as  it  is  printed  provides  for  sessions  running  through 
to  Friday  afternoon.  Those  of  you  who  are  familiar  with  the  pro- 
cedure of  these  Conferences  in  past  years  will  recall  that  we  find 
opportunity  to  move  some  of  those  papers  further  ahead  in  the  week 
and  so  find  it  possible  to  adjourn  before  the  time  set  on  the  program. 
It  is  entirely  possible  that  we  shall  be  able  to  carry  that  plan  out 
this  year,  and  so  this  evening  after  the  conclusion  of  the  discussion, 
which  will  be  conducted  by  Mr.  Vaughan,  we  hope  to  have  pre- 
sented one  of  the  papers  set  for  Friday  afternoon,  and  possibly  at 
other  sessions  we  shall  move  still  other  papers  forward  so  that  we 
may  be  able  to  adjourn  at  an  earlier  time.  I  cannot  say  now  just 
at  what  time,  possibly  late  Thursday  evening  unless  the  Resolutions 
Committee  gives  us  too  much  meat  for  discussion;  but  at  any  rate 
we  have  at  least  one  of  the  Friday  papers  this  evening  after  the 
discussion  of  tax  research  in  dififerent  states. 

As  the  chairman  for  the  evening,  under  whose  guidance  that  dis- 
cussion will  go  forward,  I  am  very  glad  to  present  to  you  Mr.  George 
Vaughan  of  Arkansas,  who  will  direct  the  discussion  which  he  has 
planned  on  the  subject  of  State  Tax  Research  and  Investigating 
Commissions. 

(152) 
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(George  Vaughan  presiding) 

Chairman  Vaughan  :  Ladies  and  Gentlemen,  and  Members  of 
this  Conference:  The  subject  for  discussion  this  evening  is  one,  it 
seems  to  me,  of  very  great  and  timely  importance.  It  happens  that 
at  the  present  time  there  are  no  less  than  seventeen  states  in  this 
country  in  which  there  are  functioning  special  commissions  of  some 
sort  relating  to  public  finance.  I  doubt  whether  there  was  ever  any- 
period  of  history  of  the  American  states  when  there  were  that  many 
different  special  bodies  at  work  upon  the  subject.  As  many  of  you 
doubtless  know,  this  swarm  of  activity  and  investigation  has  been 
pursued  from  time  to  time  in  the  different  states.  No  less  than 
probably  100  boards  have  at  different  times  worked  on  that  kind  of 
business,  but  at  the  present  time  there  seems  to  be  a  tidal  wave  of 
interest  in  the  subject;  and  I  have  endeavored  to  get  in  correspond- 
ence with  some  representative  of  each  state,  and  have  arranged 
tentatively  for  a  discussion  tonight  to  be  free  and  full,  and  to  be  led 
and  directed  by  a  few  who  have  agreed  to  bring  some  collected  and 
assembled  thoughts  on  the  subject,  from  those  boards  that  are  now 
working,  that  will  be  for  the  general  benefit. 

Speaking  for  myself,  I  represent  the  Arkansas  Commission  on 
Business  Laws  and  Taxation.  It  is  the  only  one  I  know  of  that  has 
a  double  subject.  We  are  working  in  our  state,  but  realizing  that, 
no  doubt,  those  more  experienced  in  other  states  have  advanced 
further,  and  are  working  more  efficiently,  I  am  going  to  call  on 
them  and  reserve  any  remarks  I  might  make  to  the  last,  and  possibly 
not  make  them  at  all,  because  we  have  to  make  this  session  short 
for  the  reason  suggested  by  our  Chairman. 

The  representatives  of  the  following  states  have  indicated  that 
they  will  speak  tonight,  and  I  am  going  to  call  the  names  now : 

California,  Dr.  Mabel  Newcomer;  Illinois,  John  C.  Watson; 
Iowa,  John  E.  Brindley ;  Minnesota,  G.  H.  Sullivan ;  North  Caro- 
lina, A.  J.  Maxwell;  Oregon,  J.  H.  Carkin;  Pennsylvania,  Senator 
F.  S.  Edmonds;  and  Virginia,  Professor  Suavely. 

Now,  in  order  that  we  may  not  take  up  too  much  time  we  will 
have  to  limit  these  papers  and  discussions,  and  my  suggestion  is, 
while  I  think  the  twenty-minute  limit  would  apply  to  those  that  are 
prepared  for  that  limit,  I  do  not  think  we  can  spare  that  much  time 
if  all  these  are  going  to  present  papers.  So,  I  would  suggest  a  limit 
of  about  seven  minutes.  Of  course,  if  you  have  a  paper  prepared, 
that  will  take  longer  than  seven  minutes,  we  will  try  to  listen  to  it 
all ;  but  in  addition  to  those  who  are  expected  to  speak  on  the  sub- 
ject, we  want  all  interested  to  feel  free  to  ask  questions. 

In  addition  to  the  states  I  have  mentioned,  there  may  be  other 
states  with  representatives  who  would  like  to  be  heard  from.  Fur- 
thermore,  I  know  there   are  other   states   contemplating  the   same 


154  NATIONAL  TAX  ASSOCIATION 

kind  of  work,  and  it  is  in  order  tonight  to  have  a  very  general  and 
free  discussion  in  the  form  of  remarks  or  inquiries,  but  remember- 
ing our  time  is  limited. 

As  Professor  Brindley  has  another  engagement.  I  am  going  to 
ask  him  to  give  us  about  seven  minutes  of  discussion  of  the  work 
he  is  carrying  on  in  Iowa.     Professor  Brindley. 

John  E.  Brindley  (Iowa)  :  In  Iowa  we  have  been  engaged  now 
for  about  a  year  in  making  an  investigation  of  this  tax  problem. 
We  had  a  similar  investigation  back  in  1912,  and  also  in  1922,  and 
this  is  my  third  offense. 

Now,  in  seven  or  eight  minutes  I  cannot  do  much  more  than 
merely  state  some  of  the  problems  that  we  have  in  mind.  First  of 
all,  we  are  preparing  and  have  substantially  prepared  a  very  brief 
chapter  on  the  functional  distribution  of  taxes,  that  is,  a  distribu- 
tion on  the  basis  of  the  use  that  is  made  of  them,  for  schools  or  for 
public  highways  or  other  purposes.  Another  chapter  deals  with  ad- 
ministrative tax  distribution  on  the  basis  of  unit  of  government. 

These  studies  carry  us  back  for  some  twenty-odd  years.  It  is 
largely  a  statistical  tabulation.  Another  chapter  of  the  report,  or  a 
portion  of  it,  will  deal  with  the  study  of  assessed  value  as  compared 
with  sales  value  of  farm  lands  scattered  throughout  forty-eight 
counties  of  the  state,  about  half  of  it,  and  urban  property  as  well. 

In  that  connection  I  might  state  that  through  the  courtesy  of  the 
Chicago  and  Northwestern  Railroad  tax  department  we  have  had 
access  to  their  material.  We  have  about  10,000  parcels  of  property 
that  is  scattered  over  the  forty-eight  counties.  About  one-third  of 
that  property  represents  urban  property  in  the  larger  cities,  mod- 
erate-sized towns  and  small  towns.  About  two-thirds  of  it  repre- 
sents farm  lands.  And.  we  are  making  a  study  very  much  in  the 
same  manner  as  is  Dr.  Simpson  of  the  Bureau  of  Land  Fxonomics 
and  Public  Utilities. 

Another  section  of  the  report  will  be  a  study  of  the  tax  burden 
from  the  point  of  view  of  the  income  on  farm  lands;  and  in  that 
connection  I  might  say  that  we  have  been  very  fortunate  in  being 
able  to  utilize  research  work  done  by  our  Agricultural  Experiment 
station  there  for  a  period  going  back  to  1913.  You  may  be  inter- 
ested in  the  quantity  of  data  at  least  along  that  line  that  we  have 
been  able  to  accumulate  and  which,  through  cooperation  of  the 
United  States  Bureau  of  Agricultural  Economics  we  are  now  hav- 
ing tabulated. 

We  have  in  this  particular  chapter  added  very  close  to  5000 
farms  scattered  over  the  state,  practically  all  the  counties  repre- 
sented. Now,  we  have,  for  example,  for  the  period  of  1913  to  1928. 
in  our  files  at  the  station,  the  farm-management  studies -which  we 
are  able  to  utilize  covering  2516  farms.     To  that  we  have  added 
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something  like  1100  or  1200.  in  this  study,  making  over  thirty-six 
hundred.  In  addition  to  that  we  have,  however,  through  the  co- 
operation of  county  agents,  a  thousand  farms  for  cash-rent  study. 
That  makes  approximately  5000;  and  they  are  distributed  as  to 
owner,  operator,  cash  rent  and  share  rent.  Needless  to  say,  I  would 
hot  have  time  to  go  into  any  detail  in  the  presentation  of  it.  The 
methods  that  we  are  using  are  methods  used  largely  by  the  United 
States  Department  of  Agriculture  in  other  studies.  But,  I  have  en- 
deavored to  confine  our  study  of  the  burden  of  taxation,  from  the 
point  of  view  of  income,  not  merely  to  farm  lands,  as  a  great  many 
states  have  done.  It  occurs  to  me  that  if  you  are  going  to  approach 
this  question  from  the  point  of  view  of  income  at  all,  we  ought  at 
least  make  an  effort  to  find  out  the  burden  of  taxation  on  other 
classes  of  taxable  property. 

We  have  succeeded  in  getting  data  of  this  same  nature,  regarding 
some  700  or  800  parcels  of  urban  property,  also  scattered  over  the 
state.  We  hope  to  increase  that  to  1000.  Of  course,  through  public 
documents  we  have  available  data  with  reference  to  the  income  of 
certain  corporations,  and  we  have  been  very  fortunate,  indeed,  in 
being  able  to  secure  the  cooperation  of  various  publication  agencies, 
in  securing  data  which  will  enable  us  at  least  to  make  a  fairly  in- 
telligent study  of  this  important  question.  What  we  are  trying  to 
do  is  to  approach  this  question  not  merely  from  the  point  of  view 
of  study  of  assessed  and  sale  value  of  property,  which  is  the  time- 
honored  method  of  procedure,  but  also  to  study  the  burden  of  taxa- 
tion from  the  point  of  view  of  income  out  of  which  taxes  are  paid. 
.  Another  chapter  of  the  report  I  think  may  deal  with  an  attempt 
to  analyze — subject  to  a  more  or  less  critical  analysis — what,  after 
all,  is  meant  by  the  value  of  property  for  purposes  of  taxation;  in 
other  words,  the  underlying  theory  of  the  general  property  tax  as 
such.  Of  course,  we  cannot  go  into  a  question  of  that  sort  in  any 
great  detail  in  a  brief  report,  and  are  not  going  to  try  to  do  so. 
Those  of  you  who  heard  the  papers  presented  during  the  day  ap- 
preciate the  fact  that  they  were  not  very  complimentary  to  the 
workings  of  the  general  property  tax  in  the  State  of  Washington  or 
California  or  Oregon,  where  I  had  the  pleasure  to  live  one  year. 

But  the  proposition  I  have  in  mind  is  this,  it  occurred  to  me  that 
the  time  has  arrived  when  we  ought  to  take  account  pretty  carefully 
of  the  general  property  tax  not  merely  from  the  point  of  view  of 
its  administration.  We  have  been  criticizing  and  attacking  the  gen- 
eral property  tax  for  the  last  quarter  of  a  century,  almost  entirely 
from  the  point  of  view  of  the  administrative  feature  of  the  tax, 
which,  of  course,  is  a  problem  in  political  science,  and  not  a  prob- 
lem in  economics  at  all.  It  occurs  to  me  the  time  has  come  w^hen 
we  ought  also  to  give  careful  analysis  and  criticism  of  the  under- 
lying theory  of  the  tax  itself,   and  to  ask  ourselves  the  question 
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whetlier  or  not  we  have  in  the  general  property  tax  a  basis  to  work 
from  for  equitable  taxation,  even  though  the  tax  were  enforced, 
and  even  though  the  thing  were  en  forcible  and  properly  admin- 
istered. In  other  words,  we  must  approach  our  study  of  the  gen- 
eral property  tax  not  merely  from  the  standpoint  of  administration, 
on  the  one  hand,  but  from  the  standpoint  of  underlying  economic 
theory  on  the  other. 

I  don't  know  how  far  we  are  going  to  be  able  to  get  with  a  brief 
report. 

Chairman  Vaughan  :  The  next  speaker  I  call  on  is  going  to 
represent  a  much  larger  commission  in  the  point  of  personnel.  Be- 
fore introducing  the  next  speaker,  however,  let  me  remark  that 
perhaps  it  can  be  safely  asserted  that  if  the  same  expenditure  of 
energy,  of  money  and  time  was  being  made  in  the  study  of  applied 
political  science  and  economics  or  public  finance  as  is  being  devoted 
nowadays  to  science  and  commerce  in  the  way  of  research,  we 
would  be  much  further  advanced  than  we  are,  in  these  difficult 
problems.  The  practical  solution  lies  in  the  deliberate  and  orderly 
study  of  these  problems  in  the  field  and  in  the  laboratory,  and  that 
is  the  purpose  of  these  special  commissions. 

I  don't  know  of  any  more  conspicuous  example  of  this  work  at 
the  present  time  than  the  case  of  California.  There  have  been  two 
or  three  other  states  that  have  already  achieved  results,  notably 
New  York  and  Pennsylvania,  most  wonderful  reports  and  achieve- 
ments in  actual  results,  but  California  is  certainly  equipped  by  way 
of  an  appropriation,  in  the  personnel  of  her  committee  and  the  staff 
that  is  carrying  on  her  work,  as  to  promise  a  splendid  example  for 
the  rest  of  us  to  emulate. 

So,  I  take  great  pleasure  in  introducing  as  spokeswoman  for  the 
California  Commission  Dr.  Mabel  Newcomer,  professor  in  Vassar 
University,  who  will  now  address  you. 

REPORT  ON  WORK  OF  CALIFORNIA  TAX  COMMISSION 

MABEL    NEWCOMER 
Economist,  California  Tax  Commission' 

The  California  Tax  Commission  is  a  temporary  body  appointed 
by  Governor  Young  to  investigate  and  report  on  the  tax  system  of 
the  State.  It  consists  of  eight  members  who,  while  representing 
different  geographical  areas,  were  chosen  primarily  for  their  out- 
standing qualifications  for  such  a  task.  The  group  is  made  up  of 
lawyers,  publicists  and  business  men  who  are  well  known  through- 
out the  State.  It  includes  the  State  Controller,  the  Director  of  the 
Department  of  Finance,  and  a  member  of  the  Railroad  Commission. 
Consequently  the  Tax  Commission  is  in  close  touch  with  the  ad- 
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ministration  and  well  informed  concerning  both  the  administrative 
problems  relating  to  the  tax  system  and  the  attitude  of  the  taxpayer. 
The  Commission  was  fortunate  in  securing  the  services  of  Pro- 
fessor R.  M.  Haig  of  Columbia  University  as  adviser  and  director 
of  research. 

The  tax  investigation  began  in  February  with  a  series  of  tax 
hearings  before  the  Commission.  These  have  been  followed  by  a 
detailed  study  of  existing  and  proposed  taxes  by  the  staff.  No  study 
is  being  made  of  the  expenditures.  The  work  has  been  confined  to 
the  revenue  side  of  the  question.  The  problem  is  somewhat  simpli- 
fied by  the  fact  that  the  State  does  not  need  increased  revenues — 
a  most  unusual  condition  for  any  state. 

The  members  of  the  Commission  have  held  frequent  meetings 
with  the  staff.  These  sessions  have  been  regularly  attended  by  the 
members  and  have  usually  continued  over  two  or  three  days,  so  that 
the  Commission  has  become  thoroughly  conversant  with  the  present 
tax  situation  and  has  taken  an  active  part  in  planning  the  work  of 
the  staff.  The  chairman  of  the  Commission  has  devoted  his  entire 
time  to  the  work,  and  individual  members  have  responded  to  fre- 
quent calls  for  informal  conferences.    It  is  a  working  Commission. 

There  have  been  few  important  changes  in  California  taxes  since 
1910.  At  that  time  the  whole  system  was  radically  revised  and 
separation  of  state  and  local  revenues  was  initiated.  The  outstand- 
ing features  of  this  system  are  as  follows :  The  local  divisions  are 
supported  primarily  by  a  general  property  tax  on  all  property  ex- 
cept the  operative  property  of  public  utilities  subject  to  state  taxa- 
tion. This  has  been  supplemented  by  local  business  taxes  and,  in 
recent  years,  by  a  share  in  the  state-collected  motor  vehicle  licenses 
and  gasoline  taxes.  The  state  has  obtained  its  revenues  primarily 
from  gross-receipts  taxes  on  public  utilities,  the  property  of  which  is 
not  taxed  locally.  The  state  also  has  a  share  tax  on  banks,  a  gross- 
premiums  tax  on  insurance  companies,  and  a  franchise  tax  on  the 
corporate  excess  of  other  corporations.  Banks  and  insurance  com- 
panies are  taxed  locally  on  their  real  estate,  and  the  other  corpora- 
tions are  taxed  locally  on  both  real  estate  and  personalty.  These 
corporation  taxes  combined  produced  about  seventy  per  cent  of  the 
state  tax  revenues  when  the  system  was  first  introduced,  and  they 
produce  nearly  sixty  per  cent  at  the  present  time.  The  increased 
yield  of  the  inheritance  and  the  motor-vehicle  license  taxes,  and 
the  addition  of  a  gasoline  tax,  have  cut  down  the  relative  yield  of 
the  corporation  taxes,  although  the  absolute  amount  of  corporation 
taxes  has  increased  nearly  five-fold  since  the  system  was  inaug- 
urated, owing  both  to  the  growth  of  the  public  utilities  and  frequent 
increases  in  rates. 

The  system  adopted  in  1910  was  based  on  the  assumptions,  first, 
that  the  value  of  public  utilities  is  created  by  a  larger  economic 
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group  than  that  belonging'  to  the  local  taxing  area,  and,  therefore, 
should  be  taxed  by  the  state  rather  than  by  the  local  district;  and, 
second,  that  equity  in  taxation  is  achieved  best  by  taxes  the  burden 
of  which  is  equal  on  all  property.  Consequently  the  public  utilities 
were  subjected  to  state  taxation  only,  and  the  rates  on  gross  receipts 
were  so  adjusted  that  the  average  burden  for  each  group  in  terms 
of  property  values  was  equal  to  the  average  burden  of  local  taxes 
on  real  estate.  Neither  of  these  assumptions  is  beyond  dispute,  and 
the  additional  assumption  that  gross  receipts  bear  a  fairly  close 
relation  to  property  values  is  clearly  false. 

Xo  machinery  was  provided  for  the  regular  testing  of  this  burden 
until  the  system  had  been  in  operation  for  ten  years.  Meanwhile 
several  adjustments  in  rates  had  been  made.  At  present  the  State 
Board  of  Equalization  makes  a  biennial  appraisal  of  real  estate 
subject  to  local  taxation  and  determines  the  average  local  tax  rate 
on  true  value.  The  Board  also  collects  data  on  the  valuation  of 
public  utilities  in  order  to  compare  the  tax  burden  on  their  property 
with  that  on  locally  taxed  real  estate. 

Local  assessment  and  taxation  of  property  under  separation  has 
been  subject  to  little  interference  from  state  authorities.  The  only 
important  change  in  the  local  property  tax  during  this  period  was 
the  adoption,  in  1925,  of  a  seven-percent  valuation  of  intangibles. 

The  Commission  turned  its  attention  first  to  the  emergency  prob- 
lem of  the  taxation  of  banks  and  intangibles.  Many  banks  have 
been  protesting  their  taxes  for  the  past  two  years,  and  many  millions 
of  the  state's  revenues  are  now  in  jeopardy.  The  present  share  tax 
can  only  be  made  valid  by  at  least  a  pretense  of  assessing  intangibles 
at  full  value,  and  by  subjecting  mortgages  on  California  real  estate, 
now  exempt,  to  the  property  tax.  Neither  of  these  changes  is  de- 
sirable or  even  possible.  The  only  practicable  alternative  to  the 
share  tax  under  these  conditions  is  a  tax  "  according  to  net  in- 
come"; and  since  this  ta.x  necessitates  the  imposition  of  an  equal 
burden  on  other  financial  and  business  corporations  this  has  made 
it  necessary  to  measure  the  burden  of  the  present  taxes  on  banks 
and  on  business  corporations. 

A  questionnaire  asking  for  the  necessary  information  concerning 
income  and  taxes  was  sent  to  all  of  the  banks  in  the  state  paying 
the  1927  share  tax,  and  to  over  two  thousand  of  the  twenty-five 
thousand  corporations  in  the  state  paying  a  state  franchise  tax. 
Replies  were  received  from  all  but  two  of  the  banks  and  from  ap- 
proximately fifteen  hundred  business  corporations.  When  these 
were  analyzed  it  appeared  that  the  burden  of  the  1928  share  tax  on 
banks,  in  terms  of  net  income,  was  11 5^  per  cent  of  such  income, 
whereas  the  burden  of  the  combined  state  franchise  tax  and  local 
personal  property  tax  on  business  corporations  was  only  4^  per 
cent  of  such  income.     The  figures  show,  further,  that  the  present 
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tax  burden  is  most  inequitable,  varying  widely  with  the  different 
types  of  business  and  with  the  different  income  groups.  Oil  com- 
panies as  a  group  pay  7  per  cent  of  net  income  in  franchise  and 
personal  property  taxes,  while  investment  and  other  financial  cor- 
porations pay  only  1  per  cent.  The  corporations  with  income  of 
less  than  $25,000  pay  6.5  per  cent  of  net  income,  and  those  with 
income  in  excess  of  $1,000,000  pay  only  1.5  per  cent. 

These  inequalities,  coupled  with  the  objection  on  the  part  of 
many  of  the  corporations  that  they  are  unable  to  estimate  the  amount 
of  their  tax  in  advance,  weigh  against  the  present  tax,  whereas  the 
necessity  for  imposing  a  burden  on  these  corporations  which  is  at 
least  as  great  as  that  on  the  banks  favors  the  same  form  of  tax  for 
both.  No  additional  revenue  is  needed  from  these  corporations  and 
it  has  been  decided  that  the  most  equitable  and  least  disturbing 
change  would  be  to  tax  both  banks  and  business  corporations  accord- 
ing to  net  income  at  the  same  rate.  Banks  and  business  corpora- 
tions cannot  be  put  on  exact  equality  without  removing  the  local 
personal  property  tax  on  business  corporations  and  thus  interfering 
with  a  local  source  of  revenue.  If,  however,  the  business  corpora- 
tion is  allowed  to  offset  local  personal  property  taxes  against  the 
state  franchise  tax  on  income,  substantial  equality  can  be  attained. 
Consequently  the  Commission  is  recommending  a  franchise  tax 
equivalent  to  4  per  cent  of  net  income  for  both  banks  and  business 
corporations,  with  an  offset,  in  the  case  of  the  latter,  for  all  local 
personal  property  taxes  up  to  90  per  cent  of  the  state  franchise  tax. 
The  data  for  the  1500  corporations  indicate  that  70  per  cent  of  the 
business  corporations  will  be  able  to  offset  all  personal  property 
taxes  by  this  measure,  and  thus  be  on  precisely  the  same  basis  as 
the  banks.  It  is  anticipated  that  this  tax  will  yield  to  the  state  the 
same  revenue  (between  nine  and  ten  million  dollars)  as  the  present 
bank  and  corporation  franchise  taxes.  It  will,  however,  substan- 
tially reduce  the  amount  levied  on  the  banks — the  difference  coming 
from  the  business  corporations. 

Taxing  banks  according  to  net  income  relieves  the  state  of  the 
necessity  of  taxing  intangibles  at  the  same  rate  as  other  property. 
Consequently  the  Commission  is  recommending  a  low-rate  tax  not 
to  exceed  four  mills  on  such  intangibles  as  are  now  subject  to  local 
taxation.  Such  a  tax  will,  in  effect,  carry  out  the  intention  of  the 
1925  provision  for  the  taxation  of  intangibles,  and  meet  the  diffi- 
culties which  the  assessors  and  taxpayers  have  faced  since  the 
March  decision  in  the  case  of  Arnold  v.  Hopkins  rendered  the  1925 
and  1927  legislation  concerning  intangibles  invalid.  This  recom- 
mendation is  not  regarded  as  a  final  solution  of  the  problem  of  tax- 
ing intangibles  but  it  is  a  marked  improvement  over  the  present 
assumption  that  the  full  local  tax  rate  is  levied  on  one  hundred  per 
cent  assessments.    As  a  matter  of  fact  such  data  as  the  investigators 
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have  at  hand  indicate  that  intangbiles  are  assessed  at  much  less  than 
even  the  seven  per  cent  that  was  in  force  until  this  year.  The  final 
recommendation  of  the  Commission  concerning  intangibles  will 
depend  on  its  action  with  regard  to  the  system  as  a  whole. 

Along  with  the  consideration  of  these  emergency  measures  and 
publication  of  a  special  report  concerning  them,  the  Commission 
has  been  considering  the  problem  of  public  utility  taxation.  No 
action  can  be  taken  on  this  matter  until  more  information  can  be 
obtained  concerning  the  operation  of  the  present  system.  This 
fact,  as  well  as  the  specific  instructions  of  the  act  creating  the 
Commission  to  investigate  the  relative  burden  of  taxes  borne  by 
the  property  subject  to  local  property  taxes  and  that  subject  to  state 
taxation,  has  necessitated  a  careful  investigation  of  these  tax 
burdens. 

To  test  the  tax  burden  requires  (1)  estimating  the  full  value  of 
property  subject  to  local  taxation  in  the  state;  (2)  ascertaining  the 
total  local  tax  levies;  (3)  determining  the  value  of  public  utility 
property  and  the  amount  of  state  taxes  imposed  thereon.  The  Com- 
mission is  obtaining  three  valuations  of  locally  taxed  real  estate. 
The  first  is  the  appraisal  of  a  random  sample  of  such  property 
made  by  the  State  Board  of  Equalization.  The  second  is  an  ap- 
praisal of  at  least  a  selection  of  the  same  parcels  made  by  the  Cali- 
fornia Real  Estate  Association.  The  third  is  a  record  of  actual 
sales  compiled  under  the  direction  of  the  public  utility  interests. 
These  three  valuations  should  establish  limits  within  which  the  full 
value  of  such  property  probably  lies. 

Figures  for  local  tax  levies  are  also  being  gathered — a  task  which 
is  somewhat  complicated  by  the  large  number  of  taxing  districts, 
the  lack  of  a  clear  distinction  between  taxes  and  assessments,  and 
the  absence  of  centralization  of  information.  Most  of  the  cities  of 
the  state  have  independent  assessors  and  do  not  report  their  tax 
levies  to  the  county  auditors.  Further,  there  are  innumerable 
special  districts  formed  under  some  eighty  different  statutes.  Each 
of  these  districts  has  the  authority  to  levy  taxes  or  assessments. 
They  report  to  no  central  office.  Also  it  frequently  is  not  clear 
whether  the  levy  is  an  assessment  or  tax.  Some  so-called  "  taxes  " 
are  levied  on  land  only  and  some  so-called  "  assessments  "  are  levied 
on  all  property  including  personalty.  The  distinction  is  important 
since  assessments  are  levied  on  the  operative  property  of  public 
utilities  and  should  not  be  included  in  the  tax  burden.  It  has  been 
found  necessary  to  seek  information  from  more  than  three  hundred 
cities  and  special  districts  as  well  as  from  county  auditors.  Many 
of  the  counties  have  been  visited  personally  by  a  representative 
from  the  State  Controller's  office.  No  final  figure  has  yet  been  ob- 
tained as  to  the  average  tax  burden  on  locally  taxed  property. 

Public  utility  properties  are  being  valued  for  the  Commission  by 
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a  public-utility  economist  and  a  public-utility  engineer  according  to 
the  usual  methods,  including  a  stock  and  bond  valuation,  and  repro- 
duction cost  new  less  depreciation.  The  valuations  for  the  indi- 
vidual companies  have  been  submitted  to  the  companies  concerned. 
The  results  vary  greatly  but  it  is  hoped  that  the  Commission  can 
come  to  some  agreement  with  the  utilities  as  to  a  fair  valuation. 
In  general,  as  would  be  anticipated,  the  stock  and  bond  valuation  is 
the  highest  valuation  for  the  gas  and  electric  companies,  and  the 
lowest  valuation  for  the  street  railways. 

It  is  not  yet  clear  whether  or  not  any  adjustment  in  public-utility 
taxes  will  be  required  in  order  to  impose  a  burden  equivalent  to  the 
average  local  property  taxes.  Xor  is  it  certain  whether  that  par- 
ticular test  of  equality  should  be  continued.  The  alternatives  are 
many  and  are  being  thoroughly  canvassed.  Other  taxes  being  in- 
vestigated are  those  on  insurance  companies,  the  inheritance  tax, 
motor-vehicle  license  tax  and  the  gasoline  tax.  Also  the  problem 
of  tax  administration  is  being  considered. 

It  is  too  early  to  determine  what  the  Commission's  recommenda- 
tions will  be,  but  the  final  report,  which  will  be  made  in  January, 
should  contain  a  comprehensive  survey  of  the  entire  problem  and 
recommendations  making  for  a  consistent  and  equitable  tax  system. 
It  will  remain  for  the  Legislature  to  determine  whether  or  not  such 
a  system  is  wanted  by  the  people  of  the  State. 

Chairman  Vaughan  :  It  is,  indeed,  unfortunate  that  we  have 
to  be  so  limited  in  these  discussions.  I  know  that  we  would  like  to 
have  heard  the  last  speaker  for  an  hour  upon  the  different  phases 
of  the  work,  which  undoubtedly  must  be  mapped  out  in  a  very  care- 
ful and  comprehensive  way. 

The  general  practice  of  these  commissions,  when  the  work  is 
done  in  a  thoroughly  scientific  manner,  is  just  as  California  is  doing 
now,  to  make  a  preliminary  report,  followed  later  by  a  permanent 
report.  That  was  the  practice  in  Pennsylvania.  So,  in  our  discus- 
sion tonight,  as  I  have  already  said,  we  will  just  have  to  hit  the 
subject  in  high  places,  in  order  to  cover  the  field  and  give  every 
state  who  has  work  of  this  kind  an  opportunity  to  report. 

I  am  next  going  to  call  upon  a  representative  of  the  Illinois  Com- 
mission. I  am  going  to  ask  IVIr.  John  C.  Watson  to  tell  you  about 
the  work  of  that  commission. 

John  C.  Watson  (Illinois)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men :  The  chairman  did  not  tell  me  that  I  was  to  speak  on  this  sub- 
ject until  he  told  you  from  the  floor  this  evening;  so  fortunately, 
perhaps,  for  you,  I  have  no  paper  at  all. 

The  Illinois  Commission,  which  has  a  rather  formidable  title,  the 
Joint  Legislative  and  Revenue  Committee  of  Illinois,  was  not  ap- 
11 
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pointed  until  in  May.  We  held  our  first  meeting  on  the  17th  of 
May  of  this  year,  so  that  you  see  we  have  been  in  session  scarcely 
more  than  three  months.  The  committee  was  thrown  into  the 
Chicago  situation  immediately.  We  did  not  start  without  some 
progress  having  already  been  made  before  the  committee  was  ap- 
pointed. Those  of  you  who  may  be  living  in  the  states  in  the 
vicinity  of  Chicago  may  know  that  the  situation  in  that  city  is  ex- 
tremely bad,  that  a  joint  commission  on  real-estate  valuations  was 
appointed  by  the  chairman  of  the  Board  of  County  Commissioners 
of  Cook  County  something  more  than  one  year  ago,  and  that  that 
committee  has  made  a  number  of  reports  since  that  time. 

Our  legislative  committee  was  fortunate  in  having  the  benefit  of 
the  work  which  was  done  by  the  joint  committee  on  real-estate  val- 
uations. Our  work  thus  far  has  been  almost  entirely  concerned 
with  the  situation  in  Cook  County.  I  cannot  stop  here  to  tell  you 
how  bad  it  was,  but  I  will  tell  you  this  much,  if  you  desire  to  know 
something  of  the  tremendous  inequalities  in  assessments  of  real 
estate — this  pertains  to  real  estate  only — I  would  suggest  that  you 
address  Dr.  Herbert  D.  Simpson  of  the  Institute  of  Land  Eco- 
nomics and  Public  Utilities  of  Northwestern  University,  who  made 
that  study  for  the  joint  committee  on  real-estate  valuations,  and  I 
think  you  will  obtain  a  printed  copy  of  his  report. 

Now,  it  happens  also  that  a  number  of  things  have  occurred  re- 
cently, X)r  have  occurred  since  the  time  of  the  appointment  of  our 
joint  committee,  relating  to  the  administration  of  the  laws.  The 
Tax  Commission  of  the  State  of  Illinois  ordered  a  reassessment. 
J  may  say  that  this  order  was  based  largely  upon  the  information 
brought  out  by  the  joint  commission  on  real-estate  valuations,  and 
from  this  resulted  the  order  by  the  State  Tax  Commission  of  Illinois 
for  an  entire  reassessment  of  real  estate  in  Cook  County,  which 
contains  the  City  of  Chicago.  We  were  immediately  faced  by  seri- 
ous difficulties,  because  our  joint  committee  had  joined  closely  with 
the  Tax  Commission  in  studying  certain  phases  of  this  problem. 
Our  committee  of  course  realized  that  it  had  no  administrative 
duties  whatever,  but  it  did  have  the  serious  duty  of  informing  itself 
what  the  situation  was  and  the  causes  of  that  situation. 

Very  early  after  the  Tax  Commission  had  issued  the  order  for 
reassessment  in  Cook  County,  there  was  an  opinion  from  the  attor- 
ney general  of  the  state  of  Illinois  to  the  effect  that  that  order  was 
illegal,  for  the  reason  that  no  reassessment  could  be  ordered  in  any 
given  year  until  the  Board  of  Assessors  and  the  Board  of  Review 
of  the  county  had  completed  their  work  for  that  year. 

Now,  you  can  readily  see  that  when  the  Board  of  Review  of  Cook 
County  never  completes  its  work  until  in  February,  and  the  work 
of  assessment  having  begun  on  .\pril  first  of  that  year  before,  that 
if  that  ruling  stood,  a  reassessment  could  never  be  made  valid  in 
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Cook  County.  It  was  clearly  not  the  intent  of  the  legislature  that 
that  should  be  true. 

Now,  the  Tax  Commission  faced  a  difficult  problem.  Either  it 
was  necessary  to  enter  a  long  period  of  court  action,  to  test  out 
whether  or  not  the  attorney  general's  opinion  was  sound,  or  it  was 
necessary  to  have  remedial  measures  as  soon  as  possible  by  the  gen- 
eral assembly  of  the  State  of  Illinois,  to  make  it  clear  that  the  Tax 
Commission  had  the  power  which  it  believed  the  general  assembly 
had  wished  to  give  it;  and  as  a  result  a  special  session  of  our 
assembly  was  held  in  June,  the  third  special  session,  I  may  state, 
that  has  been  held  this  year,  the  first  two  having  resulted  in  practi- 
cally nothing,  with  great  disgust  on  the  part  of  many  members  of 
the  general  assembly  because  of  that  fact,  and  it  was  not  believed 
by  many  people  that  the  third  special  session  of  the  general  assembly 
could  amount  to  anything. 

Now,  the  outcome  of  that  is  very  interesting.  The  general  as- 
sembly met  at  5  o'clock  on  Monday  afternoon.  They  adjourned  on 
Friday  forenoon  of  that  week,  having  passed  all  three  of  the  bills 
designed  to  insure  the  power  of  the  Tax  Commission  to  do  the 
thing  which  it  was  trying  to  do,  almost  unanimously  and  without  an 
amendment. 

Now,  the  Tax  Commission  of  Illinois — you  may  think  I  am  dis- 
cussing the  Tax  Commission  more  than  I  am  the  work  of  this  com- 
mittee— but  the  Tax  Commission  of  Illinois  found  that  it  has  not 
yet  passed  difficulties  on  that  point,  because  some  of  the  interests  in 
the  City  of  Chicago,  who  find  it  possible  under  present  conditions, 
have  brought  action  to  prevent  the  order  of  reassessment  from  being 
carried  into  effect  and  we  are  waiting  further  legal  developments 
along  that  line.  Since  our  committee  has  been  in  session  for  only 
three  months,  it  is  impossible  for  me  to  outline  to  you  what  we  are 
going  to  do. 

I  will  saj'  that  we  are  very  deeply  interested  not  only  in  the 
Chicago  situation,  to  which  we  have  devoted  ourselves  almost  en- 
tirely thus  far,  but  also  in  the  general  problem  throughout  the  state, 
and  we,  too,  are  also  looking  at  some  of  the  problems  that  have 
been  under  discussion  here  today,  and  in  particular  those  discussed 
by  Professor  Brindley  a  few  moments  ago,  and  by  Mr.  Fisher  of 
the  Oregon  Tax  Commission  this  morning.  We,  too,  are  trying  to 
examine  for  ourselves,  to  some  extent  at  least,  the  ability  of  people 
to  pay  taxes,  and  the  relation  of  our  property  tax  to  that  ability  of 
people  to  pay  taxes. 

Now,  I  am  not  going  to  try  to  outline  some  of  the  things  we  see, 
but  I  am  going  to  say  to  you  that  it  is  impossible  that  the  State  of 
Illinois  shall  any  longer  continue  to  throw  the  entire  burden  of 
taxation  upon  real  estate  as  it  is  doing.  If  we  do  it  we  are  going 
to  interfere  with  the  ownership  of  real  estate.     We  are  doing  it 
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aow.  From ;tHe,  best  information  which  we  are  now  able  to  get, 
tangible  property  in  the  State  of  Illinois — and  this  does  not  mean 
niuch  persoitai  tangible  prdpert)^  in  theriState  of  Illinois,  which  pro- 
duced only  about  10  perxeiit  bi  the  i^et  income  of  the  people  of  the 
abate — is  now^  paying  90  per  cent  of  tlje  .taxes.  I  am  not  including 
in  this  the  personal  effort  and  management  of  people  who  operate 
and  manage  their  own  property. 

We  are  not  saying  it  is  exactly  true,  but  I  just  wanted  to  give  you 
this  much  to  show  you  the  impossibility  of  our  state  longer  continu- 
ing to  be  a  general-property-tax  state,  or  what  the  inevitable  result 
is  if  we  try  to  do  it. 

I  thank  you. 

Chairman  Vaughan  :  We  are  glad  to  hear  from  Mr.  Watson's 
own  lips  that  the  spirit  is  not  dead  in  Illinois.  They  have  had  so 
many  rebuffs  in  the  effort  of  taxation  reform  that  one  would  think 
it  was  almost  a  desperate  job,  as  it  seems  to  have  been  in  Oregon 
and  other  states. 

The  next  state  that  we  have  asked  a  report  from  is  North  Caro- 
lina. North  Carolina  is  a  state  which  has  given  a  splendid  example 
of  improvement  recently  in  matters  of  taxation  and  fiscal  reform 
generally,  and  that  report  will  be  made  by  our  well-known  member, 
Mr.  A.  J.  Maxwell,  who  formerly  was  on  the  Tax  Commission  and 
now  on  the  special  Tax  Commission.     Mr.  Maxwell. 

A.  J.  Maxwell  (North  Carolina)  :  Mr.  Chairman,  Ladies  and 
Gentlemen :  I  appreciate  the  chairman's  suggestion  as  to  the  limita- 
tion of  time,  for  in  the  present  incomplete  state  I  do  not  know  much 
that  could  be  said  about  our  investigation  work  that  would  be  of 
particular  interest  to  the  Conference  at  this  time. 

The  large  number  of  states  that  are  at  this  time  spending  public 
funds  in  tax-survey  work — I  believe  the  chairman  indicated  there 
were  seventeen — probably  indicates  something  more  than  dissatis- 
faction with  existing  methods  of  raising  public  revenue,  and  per- 
haps reflects  an  inquiry  in  the  legislative  mind,  with  relation  to  the 
measure  of  the  total  load  or  tax  burden;  and  an  inquiry  also  as  to 
whether  any  reasonable  means  of  additional  taxation  can  be  found 
to  carry  on  continuously  the  progressive  rate  of  increase  that  has 
been  maintained  in  public  expenditures  within  recent  years.  I  am 
sure  that  is  true  in  our  state. 

It  also,  I  may  say,  reflects  the  purpose  of  a  very  able  business 
executive  in  bringing  into  review  during  his  administration  every 
phase  of  raising  and  spending  public  revenue,  in  a  purely  construc- 
tive way. 

North  Carolina  has  had  in  operation  for  the  last  eight  years,  sub- 
stantially, the  model  form  of  taxation  recommended  by  this  associa- 
tion, upon  the  report  of  Dr.  Bullock  and  his  committee.     In  fact,  I 
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am  not  sure  that  we  did  not  beat  him  to  it  just  a  little  bit.  I  am 
sure  that  his  report,  in  its  preliminary  stages,  before  it  was  finally 
published,  was  very  helpful  to  us  ^in  setting  up  the  system  that  wfe 
now  have,  which,  as  I  say,  has  been  in  operation  for  the  last  eight 
years;  and  in  that  eight  years  Ifthink-I'may  say  thaV  0(ir  stete  h^ 
made  more  progress  than  in  anylotber- period  in  its  Mstdryr    -^  ' 

It  has  also  made  quite  substantial  progress  in  the  rafe'^f;pfogre§^ 
sion  in  the  total  amount  of  reventJe  that  has  been  raisedrbothiby  the 
state  and  local  governments.  Uilder  tliat  system  the.  state  does  not 
collect  any  tax  on  property,  and  the  local  units  of  goArer^i-lkent  oper- 
ate almost  entirely  on  the  property  tax.  The  state  inaihtains — 'not 
intending  to  boast — I  may  say  one  af  "the  finest  syst^nis-  bj&  public 
highways  that  any  state  has — adequately,  maintains- it--toii"- -its  gaso^- 
line  and  auto-license  taxes.  >   lO  orr::;'    ,■     il;  cJ  noiji^-iob'an.  o 

All  of  the  functions  of  state  gdv^rnmeiit  are  Yn'aifltkine'd'ofl  its 
income,  franchise  and  license  taxes,  and  including  a- vefy  substan- 
tial contribution  made  to  the  public-school  system  of-  the  state,  frjom 
the  state  treasury,  under  the  terrns  of  an  equalization-  law,  intended 
to  equalize  as  between  the  counties,  of  the  state  the  burden. of- main- 
taining the  primary  public  schools,-  After  eight  years  pi  experience 
with  this  system  I  think  perhaps  the  main  function  of  .ou^"  eomrais.- 
sion  is  that  of  an  inquiry  into  its  application  to  the  different  classes 
of  industry  in  our  state,  and  an  inquiry  as  to  the  equity  with  whicli 
the  new  system  is  applying  to  the  important  industrial  grdups  within 
the  state.  .) 

If  I  were  to  go  into  detail  it  would  be  very  much  like  the  repoift 
indicated  by  the  gentleman  from  Iowa  of  the  investigation  that  i^ 
being  made  in  his  state.  We  are  undertaking  to  find  out  —  and  5 
think  we  will  find  out  in  a  reasonably  accurate  way — the  tax  burden 
on  agriculture,  the  tax  burden  on  the  other  important''  lines  of  ir^ 
dustry  in  the  state,  the  relation  of  the  tax  burden  to  these  particular 
lines  of  indusry,  and  to  some  extent,  at  least,  the  relation  of  this  tax 
burden  in  our  state  to  the  tax  burden  of  like  industries  in  oth^ 
states.  -  -    -I'l-C) 

I  may  also  say  that  we  have  a  very  effective  budget  system  appli- 
cable to  the  state  government  and  to  all  local  units  of  government. 
There  were  a  number  of  suggestions  during  the  discussions  today 
relating  to  the  problem  of  getting  tax  rates  down.  I  think  it  js 
sometimes  equally  important,  from  a  standpoint  of  sound  publit 
policy,  to  see  that  tax  rates  are  as  high  as  they  should  be  with  rela- 
tion to  the  money  that  is  being  spent ;  and  we  have  in  effect  a  very 
effective  statute  in  our  state  applying  to  all  local  units  of  goveri^- 
ment  with  respect  to  that  feature,  under  which  it  will  not  be  ^poi- 
sible  in  the  future  for  any  of  these  governmental  units  to  ac(filir% 
any  substantial  amount  of  indebtedness  for  operating  expehses-wi?K- 
out  having  levied  the  taxes  to  meet  the  expenditures  set 'iip'Th  that 
budget. 
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One  right  interesting  inquiry  we  are  also  making  is  with  rehition 
to  the  collection  of  taxes  which,  in  our  state,  has  come  to  he  a  much 
more  important  matter  than  formerly,  and  I  anticipate,  somewhat, 
the  same  situation  would  exist  in  other  states,  and  largely  on  ac- 
count of  the  very  great  increase  in  the  amount  of  taxes. 

There  is,  and  there  has  been  for  the  last  several  years,  an  in- 
creasing amount  of  taxes  remaining  uncollected  at  the  end  of  the 
fiscal  period.  I  think  that  is  a  phase  of  our  tax  situation  that  needs 
careful  inquiry  and  the  best  thought  that  we  can  give  it,  to  reach  a 
proper  solution. 

I  wish  to  commend  the  suggestion  made  this  afternoon  by  Mr. 
Link,  that  the  National  Tax  Association  should  direct  its  efforts  in 
the  future  perhaps  more  largely  than  it  has  in  the  past  to  giving 
consideration  to  the  volume  of  expenditures.  That  is  a  question, 
of  course,  that  makes  acute  all  of  our  other  tax  problems. 

I  think  that  is  all  I  care  to  say,  Mr.  Chairman. 

Chairman  Vaughan  :  I  know  we  have  all  been  benefited  by 
Mr.  Maxwell's  explanation  of  the  work  in  North  Carolina.  I  find 
that  there  is  present  no  member  of  the  very  important  commission 
that  is  operating  in  New  York,  but  lest  the  matter  go  by  default,  I 
am  going  to  ask  our  Vice-President,  i\Iark  Graves,  to  state  the 
nature  of  that  work  and  what  they  are  doing. 

Mark  Graves  (New  York)  :  Mr.  Chairman  and  Ladies  and 
Gentlemen :  In  the  absence  of  Senator  Mastick,  and  without  any 
preparation  whatever,  I  will  undertake  to  tell  you  something  of  the 
investigational  work  in  taxation  that  has  been  and  is  being  done  by 
the  State  of  New  York. 

If  my  recollection  serves  me  correctly,  in  1915  or  thereabouts  the 
legislature  created  what  is  known  as  a  joint  legislative  committee 
on  taxation  and  retrenchment.  That  committee  has  been  a  con- 
tinuing body  with  changes,  of  course,  in  membership.  As  men 
retire  from  the  legislature,  who  were  members  of  this  committee, 
others  have  succeeded.  That  joint  committee  has  done  very  excel- 
lent work  in  the  State  of  New  York. 

Every  year  they  have  studied  some  one  or  more  tax  problems. 
Their  reports,  I  believe,  have  been  recognized  throughout  the  coun- 
try as  being  reports  well  worth  consideration,  reports  which  showed 
evidence  of  rather  deep  and  profound  study.  They  have  not  used 
the  committee  as  a  junketing  proposition,  for  the  members  to  travel 
about  the  state  and  hold  more  or  less  frivolous  hearings ;  they  have 
employed  each  year  some  experienced  researchers,  some  organiza- 
tion w-ell  qualified  to  handle  the  particular  subject  under  considera- 
tion, with  the  result  that  their  reports  constitute,  I  believe,  a  very 
valuable  contribution  to  the  tax  literature. 

Now,  in  addition  to  that  the  law  imposes  upon  the  New  York  Tax 


TAXATION  IX  NEW  YORK  STATE  167 

Commission  the  duty  to  study  tax  problems  and  to  make  recommen- 
dations to  the  legislature.  So,  concurrently  with  the  work  of  the 
joint  committee  of  the  legislature,  the  State  Tax  Commission  is 
making  studies  through  a  research  organization,  which  is  one  of  the 
bureaus  in  our  department. 

We  like  to  think  that  we  have  added  a  little  something  to  the  sum 
total  of  human  knowledge  on  that  subject.  If  you  have  seen  our 
report  you  can  judge  for  yourself  whether  we  have  made  any  con- 
tributions. If  you  have  not  seen  our  reports,  perhaps  you  would 
like  to  write  us  for  a  copy  of  the  1927  report,  which  will  be  in  print 
within  a  few  days. 

I  might  add  just  another  thought,  because  our  commission  has 
undertaken  something  new  this  year;  I  believe  it  will  be  interesting 
to  you  college  men,  in  particular. 

We  obtained  an  appropriation  from  the  legislature  of  $7000 — it 
was  a  lump  sum  appropriation — to  be  used  in  such  manner  as  the 
Tax  Commission  decided  to  use  it,  if  we  obtained  consent  of  the 
budget  authorities.  We  have  created  four  positions,  equivalent  to 
fellowships  in  colleges,  and  we  have  offered  to  four  institutions  of 
learning  the  privilege  of  naming  some  graduate  student  to  one  of 
those  positions.  Two  of  the  institutions  have  accepted  the  proposi- 
tion and  have  named  the  men.  One  of  the  institutions  has  named 
a  man  who  is  going  to  make  a  study  for  us  of  the  conditions  in 
decadent  and  declining  rural  communities  where  the  population  is 
falling  off.  The  other  student  who  is  named  is  going  to  make  a 
special  study  of  special  assessment  problems.  The  other  two,  as  I 
say,  have  not  been  selected. 

This  is  an  innovation.  This  is  the  first  time  we  have  tried  that, 
but  we  rather  hope  through  this  medium  we  are  going  to  obtain 
some  very  valuable  studies.  We  will  not  only  have  at  our  disposal 
the  graduate  students  who  are  on  our  pay-roll  and  working  for  us, 
but  they  will  have  the  advice  and  the  assistance  and  the  suggestions 
of  the  professors  and  other  members  of  the  college  staff  from  which 
they  come. 

I  might  just  add.  in  conclusion,  that  in  the  second  National  Tax 
Conference  that  I  attended,  at  White  Sulphur  Springs,  some  few 
years  ago,  I  was  deeply  impressed  by  the  thought  which  President 
Adams  then  stated,  something  to  this  effect,  that  what  he  felt  the 
most  need  of  in  his  work  in  taxation  was  more  facts,  more  infor- 
mation, more  data. 

There  is  a  considerable  lack  of  that.  I  fear  that  too  frequently 
has  legislation  been  enacted  in  the  various  American  states  based 
upon  no  adequate  study.  The  legislature  had  to  do  something  to 
raise  more  revenue,  and  without  having  anything  to  guide  it  they 
seized  upon  what  seemed  to  be  the  most  likely  source  for  obtaining 
additional  funds.    I  believe  that  no  state  in  this  countrv  can  afford 
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to  be  without  sonic  kind  of  an  investigation  commission  or  com- 
mittee or  have  a  tax  commission  that  is  doing  the  work.  In  other 
words,  conditions  need  to  be  studied;  the  information  needs  to  be 
accumulated  and  put  in  the  ice-box  and  kept  there  until  it  is  needed 
for  use  by  the  legislature.     (Applause) 

Chairman  Vaughan  :  I  think  the  reports  of  the  New  York 
Commission  are  the  most  elaborate  reports  of  the  kind  in  history. 
While  it  may  not  be  possible  to  get  a  complete  set,  I  should  urge 
every  member  present  who  is  at  all  interested  in  the  subject  to 
accept  the  invitation  Mr.  Graves  made  to  request  a  copy  of  the 
current  publication.     It  is  certainly  fine  literature. 

The  next  state  to  be  heard  from  is  the  State  of  Oregon,  and  I 
will  ask  Mr.  J.  H.  Carkin,  who.  I  believe,  was  chairman  of  the 
recent  commission,  to  explain  the  work  of  that  commission. 

J.  H.  Carkin  (Oregon)  : 

STATE  TAX  RESEARCH  COMMISSION 

J.    H.    CARKIN,    OREGON 

For  a  state  to  appoint  a  Special  Tax  Investigating  Commission, 
whether  it  is  needed  or  not,  is  not  a  very  novel  proceeding.  In  fact, 
most  state  officials  and  tax  men  are  so  used  to  Special  Tax  Investi- 
gating Committees  that  they  hardly  expect  anything  good  to  come 
from  them. 

But  for  a  state  to  be  in  a  tax  and  financial  muddle  with  a  deficit 
of  a  million  dollars  or  two,  due  on  the  one  hand  to  lack  of  activity 
on  the  part  of  its  ofificials  and  due  on  the  other  hand  to  over-activity 
on  the  part  of  the  electorate,  is,  I  submit,  a  novel  situation. 

According  to  the  National  Industrial  Conference  Board,  the  busi- 
ness of  government  is  today  the  third  largest  business  of  the  United 
States,  exceeded  in  its  annual  turnover  only  by  manufacturing  in- 
dustry and  agriculture.  Yet,  this  business  of  taxation  and  revenue 
in  Oregon,  third  largest  though  it  be,  amounting  to  the  collection  of 
some  forty-seven  million  dollars  per  annum,  is,  through  apathy,  left 
in  the  hands  of  an  ex-officio  Board  of  Tax  Commissioners  with  one 
tax  official  with  neither  adequate  pay  or  power,  and  with  an  appro- 
priation of  some  $20,000  for  all  its  salaries  and  expenses,  an  appro- 
priation so  small  that  it  w-as  the  subject  of  comment  in  one  of  the 
bulletins  of  the  National  Tax  Association  as  showing  the  low  estate 
to  which  tax  matters  in  Oregon  had  fallen. 

On  the  other  hand,  the  interest  in,  and  the  attempt  to  handle  tax 
matters  through  the  initiative  and  referendum  by  the  people  them- 
selves is  such  a  spectacle  as  has  been  seldom,  if  ever,  witnessed  in 
any  modern  state.  In  Oregon  the  legislature  is  prohibited  from 
passing  any  tax  measure,  be  it  ever  so  small,  without  its  being  sub- 
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ject  to  referendum  by  the  persons  taxed.  While  our  sister  state  of 
Washington  has  in  the  last  twenty-five  years  voted  upon  but  four- 
teen measures,  Oregon  has  voted  on  over  two  hundred,  has  voted 
on  the  single  tax  five  times  and  an  income  tax  seven  times,  together 
with  a  multitude  of  other  tax  measures,  good,  bad  and  indifferent, 
with  the  natural  result  that  little  real  progress  has  been  made  in 
twenty  years. 

Facing  a  deficit,  the  Governor  at  the  last  session  tried  to  work 
out  a  compromise  income  tax  with  lower  rates  and  low  exemptions, 
but  at  the  following  election  it  also  was  defeated.  So,  with  the  state 
facing  a  deficit,  the  legislature  felt  it  incumbent  upon  it  to  appoint 
a  Tax  Investigating  Committee  to  consider  the  situation. 

Composed  as  it  is  of  thirty-five  men  taken  from  all  walks  of  life, 
from  those  who  advocate  an  income  tax,  those  bitterly  opposed  to  it, 
some  representing  the  farmer,  the  small  home-owner,  the  laborer, 
the  dairymen,  the  stock-raiser,  the  timbermen,  the  banker,  fisheries, 
utilities,  the  legislature,  tax  men  and  every  other  walk  of  life,  while 
its  nominal  purpose  as  stated  in  the  resolution  is  the  customary  two- 
fold one  of  finding  means  of  reduction  of  the  tax  burden,  especially 
on  real  property,  and  second  of  finding  improved  methods  of  taxa- 
tion, I  would  say  that  the  tax  commission  in  reality  is  more  than 
this;  it  is  an  attempt  upon  the  part  of  the  legislature  to  have  the 
bitterly-opposing  factions  of  the  state  get  together,  much  as  counsel 
and  their  clients  after  bitterly  contested  lawsuits,  which  have  ended 
nowhere,  sometimes  sit  down  and  reason  together,  in  the  hope  that 
somewhere,  somehow,  sometime,  there  may  be  evolved  such  an 
agreement  among  the  opposing  factions  as  to  command  such  a 
majority  of  the  legislature,  and  the  people  at  the  ensuing  referen- 
dum, as  to  make  it  possible  for  the  State  of  Oregon  to  adopt  at  least 
a  few  better  methods  of  taxation. 

It  was  the  belief  of  the  legislature  in  enacting  the  resolution  that 
taxation  is  not  only  a  business  problem,  but  is  such  a  business  prob- 
lem that  it  can  be  best  solved  in  Oregon,  at  least,  by  the  represen- 
tative of  the  various  taxpaying  groups  and  industries  of  the  state 
meeting  together  and  sitting  down  and  putting  their  feet  under  the 
same  table,  so  to  speak,  forgetting  their  differences  and  trying  to 
arrive  at  some  solution  which  will  equalize  and,  if  possible,  reduce 
the  tax  burden  without  unduly  hindering  the  growth  and  develop- 
ment of  our  state. 

The  work  of  such  a  commission  is  too  detailed  to  allow  more  than 
passing  comment.  Sufiice  it  to  say  that  the  work  is  divided  into 
four  sub-committees  of  nine  each :  the  first  having  to  do  with  the 
reduction  of  the  state  tax  burden,  the  second  with  the  reduction  of 
the  local  tax  burden,  the  third  with  the  study  of  bond  issues,  tax 
limitations,  and  millage  taxes,  and  the  fourth  with  the  equalization 
and  redistribution  of  the  state  tax  burden,  and  support  of  the  state 
bv  indirect  taxation. 
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With  the  stale  facing  a  deficit  and  with  no  funds  available  for 
the  employment  of  research  authorities,  consulting  engineers,  finan- 
cial experts  or  statistical  assistants,  the  commission  cannot  hope  to 
bring  forward  a  report  that  will  be  used  as  a  text  on  tax  matters, 
but  it  is  our  hope  that  what  it  may  lack  in  learning  and  research  it 
may  make  up  by  the  cooperation  of  the  various  groups  in  working 
out  some  practical  solutions  of  our  tax  troubles  which  may  hope  to 
meet  with  success  at  the  polls. 

Chairman  Vaughax:  We  have  often  thought  of  Oregon,  in 
reading  its  history  in  the  last  ten  or  fifteen  years,  as  sort  of  a  lab- 
oratory for  experimentation,  as  Wisconsin  has  been,  and  we  are 
certainly  glad  to  know  that  the  present  w'ork  is  in  such  obviously 
able  hands  as  Mr.  Carkin's. 

We  will  next  hear  from  the  State  of  Pennsylvania.  Pennsylvania 
has  recently  completed  very  efficient  work,  and  I  am  going  to  ask 
Senator  Edmonds  to  explain  the  work  of  that  commission. 

Franklin  S.  Edmonds  (Pennsylvania)  :  Ladies  and  Gentlemen: 
The  Pennsylvania  Tax  Commission  was  authorized  in  1923,  ap- 
pointed and  organized  in  1924,  filed  a  preliminary  report  in  1925, 
and  presented  its  final  report  in  1927.  It  is,  therefore,  out  of  exist- 
ence at  the  present  time.  It  was  composed  of  seven  men,  two 
named  by  the  Governor  of  the  state,  two  by  the  President  pro  tem- 
pore of  the  Senate,  and  three  by  the  Speaker  of  the  House. 

When  tTie  commission  first  met,  one  of  the  questions  we  had  to 
determine  was  whether  or  not  we  would  go  outside  of  the  state  and 
employ  scientific  experts  to  make  an  investigation  into  our  tax  sys- 
tem. After  great  reflection  we  decided  against  that  plan.  All  of 
the  members  were  willing  to  give  a  good  deal  of  time  to  their  w'ork. 
They  did  not  count  it  as  a  perfunctory  service,  and  we  were  aware 
of  the  fact  that  the  scholars  outside  of  Pennsylvania  felt  that  in 
some  way  the  Pennsylvania  taxing  plan  did  not  square  with  their 
theory,  and  although  the  people  of  the  state  in  the  main  were  satis- 
field  w^ith  the  main  elements  of  the  taxing  plan,  we  did  not  want  to 
have  things  uprooted  which  had  had  a  long,  healthy  growth  from 
the  past,  and  we  therefore  decided  to  investigate  ourselves.  But  I 
think  we  ought  fairly  to  say  that  we  received  very  great  help,  first, 
from  the  Tax  Commissions  of  New  York.  Massachusetts,  Rhode 
Island  and  Connecticut,  with  whom  we  continually  advised;  second, 
from  the  excellent  fiscal  officers  of  our  own  commonwealth;  and, 
third,  from  the  university  faculties  at  the  University  of  Pennsyl- 
vania, the  University  of  Pittsburgh,  and  the  State  College,  with 
which  we  were  in  constant  touch. 

We  did  not  lack,  therefore,  scientific  guidance. 

Now,  our   reports  consist  of  three   documents;  the   preliminary 
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report  of  1925,  which  analyzes  our  taxing  system  and  explains  our 
taxes,  tells  what  they  produce,  and  points  out  the  common  currents 
of  expenditure. 

The  second  report,  in  1926,  was  a  compendium  of  the  tax  laws 
of  the  state,  annotated  with  reference  to  judicial  decisions. 

The  third  report  contained  our  recommendations. 

In  1925,  in  our  preliminary  report,  we  recommended  about  twenty 
different  measures.  In  1927  we  recommended  about  twenty  more. 
In  the  session  of  1925  we  got  through  one-half  what  we  recom- 
mended. In  1927,  similarly  we  got  through  one-half  of  what  we 
recommended. 

Now,  our  recommendations  were,  in  a  general  way,  directed  to 
correct  abuses  that  had  arisen  under  our  system;  but  in  our  second 
report  we  pointed  out  a  program  for  the  future  development,  fiscally, 
of  the  state,  analyzing  what  might  be  done,  and  suggesting  alterna- 
tive programs  that  the  people  of  the  state  might  find  acceptable. 

I  should  say  that,  in  general,  the  most  important  of  all  the  recom- 
mendations that  has  been  carried  into  effect  was  the  recommenda- 
tion that  the  fiscal  business  of  the  state  be  united  under  single 
control,  and  on  November  1,  1928,  Pennsylvania  has  a  department 
of  revenue  the  head  of  which  is  to  be  appointed  by  the  Governor 
of  the  State,  and  whose  duties  are  similar  to  the  duties  of  the  tax 
commissions  of  the  various  states. 

May  I  say  also  we  got  two  appropriations,  one  of  $15,000  and  one 
of  $25,000,  and  that  money  was  spent  in  very  large  measure  in 
collecting  statistical  information,  under  the  direction  of  our  own 
statistical  expert.  We  would  submit  to  him  from  time  to  time  a 
series  of  questions,  and  ask  him  for  the  facts,  and  the  answers  that 
he  gave  us  are  contained  in  our  printed  reports. 

I  would  like  to  say  just  a  word  or  two  about  what  we  did  not  do 
and  what  I  think  we  perhaps  would  have  been  glad  to  have  done  if 
there  were  opportunity  for  continuing  the  work. 

In  the  first  place,  the  collection  of  local  taxes  appealed  to  us  as 
a  most  important  problem  in  our  state,  not  directly  concerned  with 
the  state  treasury,  because  in  Pennsylvania  we  have  the  separation 
of  sources,  and  we  have  not  had  for  many  years  any  state  tax  on 
realty  or  land. 

We  found,  however,  that  there  was  the  greatest  disparity  in  con- 
ditions in  the  various  local  districts.  The  thought  came  into  our 
minds  very  strongly  that  if  we  were  going  another  year  on  this 
work,  we  would  examine  into  the  cost  of  the  collection  of  taxes,  as 
one  place  in  which  there  could  be  unquestionably  a  saving. 

The  New  York  Tax  Commission,  I  think,  gives  the  percentage 
of  the  cost  of  collecting  each  tax,  and  in  some  cases  they  have  said 
taxes  were  collected  for  as  low  as  seven-tenths  of  one  per  cent. 
We  found  in  our  state  that  some  were  collected  for  seven-tenths  of 
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one  per  cent,  and  others  at  seven,  eight  and  eleven  per  cent.  We 
thought  that  was  entirely  too  high.  A  future  study  ought  to  be 
directed  along  that  line.  If  our  Commission  were  still  in  existence 
we  would  want  to  give  considerable  attention  to  the  question  of 
local  expenditures,  and  particularly  to  the  question  of  whether  or 
not  we  had  the  type  and  style  and  size  of  local  units  which  lend 
themselves  to  the  most  efficient  and  economical  operation  of  local 
government. 

We  have  counties  containing  2,000,000  people,  and  we  have  coun- 
ties containing  40,000  or  50,000  people,  and  yet  the  county  macliine 
is  largely  duplicated  in  those  two  counties. 

I  am  inclined  to  think  a  study  along  this  line  would  have  pro- 
duced far-reaching  results  in  our  state,  and  yet,  without  having  the 
opportunity  to  proceed  along  those  lines,  I  might  perhaps  call  your 
attention  to  one  fact,  Pennsylvania  has  sometimes  been  criticized 
for  its  fiscal  methods,  and  it  is  perhaps  worth  while  directing  your 
attention  to  the  fact  that  in  1923  there  was  a  $30,000,000  deficit 
caused  by  the  fact  that  the  legislature  had  appropriated  more  money 
than  had  been  received. 

In  1928  our  state  treasurer,  who  has  been  present  at  these  gather- 
ings, tells  me  by  the  end  of  the  next  biennium  there  will  be  a  sur- 
plus in  the  general  fund  of  the  state,  with  every  debt  paid,  and  paid 
exactly  on  the  day  when  it  is  due,  of  between  $30,000,000  and 
$35,000,000.  That  in  itself  is  a  striking  contribution  towards  fiscal 
history  on  the  part  of  a  state  which  imposes  no  state  tax  on  land, 
which  does  not  tax  capital  actually  engaged  in  manufacturing, 
which  has  no  income  tax  either  on  individuals  or  on  corporations, 
and  yet  somehow  manages  to  get  along. 

I  thnk  perhaps  if  our  Commission  has  had  a  large  measure  of 
success,  it  was  due  to  the  fact  that  we  studied  carefully  the  past  of 
Pennsylvania  and  tried  to  improve  upon  that  past  without  making 
too  violent  a  break  with  past  traditions.  To  that  extent  I  think  we 
have  helped,  at  least  in  some  degree. 

Chairman  Vaughan  :  There  remains  only  one  more  state  that 
I  know  of  undertaking  this  work  that  is  present  tonight  by  some 
representative.  I  am  going  to  call  on  a  member  from  the  State  of 
Virginia. 

In  the  meantime,  if  there  are  some  other  states  who  have  not  been 
called,  in  which  special  commissions  are  at  work  and  there  is  some- 
body here  authorized  to  speak  for  them,  I  wish  you  would  volun- 
teer, because  we  do  not  want  to  overlook  any  one  that  has  some- 
thing of  benefit  to  say. 

In  Virginia  I  believe  a  work  similar  to  what  we  have  been  dis- 
cussing is  going  on.  and  Professor  Snaveley  of  the  University  of 
Virginia  has  that  in  charge.  We  would  like  to  hear  from  Professor 
Snaveley. 
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Professor  Snaveley  (Virginia)  :  Mr.  Chairman.  Ladies  and 
Gentlemen :  I  am  not  a  member  of  the  State  Tax  Commission  and 
cannot  voice  in  any  statements  I  make  the  opinions  of  the  State  Tax 
Commissioner.  I  beheve,  however,  I  am  the  only  representative  at 
this  Conference  from  the  State  of  Virginia. 

For  a  number  of  years  I  have  been  very  interested  in  our  state 
tax  system.  I  should  like  to  say  just  a  word,  first  of  all,  about  the 
revision  of  the  state  tax  system  during  the  past  two  or  three  years. 

Under  the  leadership  of  the  very  able  and  progressive  Governor, 
H.  F.  Byrd,  we  have  had  what  amounts  to  almost  complete  revision 
of  the  state  tax  system,  since  the  beginning  of  his  administration  in 
the  year  1926. 

The  general  direction  of  that  revision  was  in  the  nature  of  a 
complete  separation  of  the  sources  of  revenue.  Perhaps  we  have 
gone  to  an  extreme  in  that  respect,  but  nevertheless  we  are  now  in 
that  position.  The  localities  exist  entirely  by  taxation  of  real  estate 
and  tangible  personal  property  and  the  localities  have  the  option  of 
taxing  the  capital  of  merchants  and  also  tools  and  machinery,  which 
come  within  a  special  class  for  tax  purposes. 

The  state,  on  the  other  hand,  receives  the  taxes  of  all  public  ser- 
vice corporations,  the  franchise  privilege,  the  taxes  of  the  rolling 
stock  of  railroads,  the  income  tax,  certain  license  taxes,  the  gasoline 
tax  and  motor-vehicle  license  taxes,  and  certain  other  miscellaneous 
sources  of  income. 

Perhaps  you  will  be  interested  to  know  that  the  classified  per- 
sonal property  tax,  which  was  initiated  in  the  year  1915,  has  been 
changed  also,  somewhat  radically.  In  the  first  place,  one  or  two  of 
the  classes  have  been  removed  from  the  tax  list  altogether.  That 
applies  to  the  common  stocks  of  foreign  corporations,  which  will  no 
longer  pay  taxes  after  January  1,  1929. 

Likewise,  the  taxes  on  certain  classes  of  government  bonds,  state 
and  local  government  bonds,  that  is,  will  be  removed  at  the  same 
time.  The  tax  on  capital  stock  of  banks  has  been  reduced  to  one 
dollar,  and  the  capital  stock  of  corporations  has  also  been  reduced. 

Now,  in  regard  to  the  research  which  a  co-worker  and  myself 
have  undertaken  during  the  past  two  years,  I  might  say  one  or  two 
words  only. 

We  started  out  with  the  idea  that  we  should  like  to  investigate  for 
our  own  satisfaction  in  part,  and  perhaps  as  the  beginning  of  a 
larger  piece  of  work  that  should  be  done  in  the  future,  an  investi- 
gation of  the  distribution  of  the  tax  burden  in  the  State  of  Vir- 
ginia; that  is  to  say,  we  really  wanted  to  compare  on  an  adequate 
basis  the  tax  being  paid  by  real  estate  for  farm  purposes,  for  city 
purposes;  the  taxation  of  public  service  corporations,  private  cor- 
porations of  all  kinds ;  and  the  taxation  for  various  privileges  of 
doing  business  in  the  state ;  taxation  of  banks,  insurance  companies, 
and  so  forth. 
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We  ran  into  a  great  many  problems,  qtiite  naturally.  First  of  all, 
how  could  one  approach  the  real  taxing  burden,  particularly  from 
the  standpoint  of  net  income,  which  we  have  taken  more  or  less  as 
a  guide,  or  one  of  the  principal  means  of  approach  to  distribution 
of  the  tax  burden — I  say,  how  could  one  get  an  index  to  the  real 
tax  burden  on  real  estate  ? 

First  of  all.  it  is  difficult  to  find  out  what  the  net  income  on  real 
estate  really  is.  I  don't  know  whether  it  is  possible  to  do  it  or  not, 
in  fact.  Fortunately  the  Agricultural  College  of  the  state,  and  the 
Bureau  of  Agricultural  Economics  of  the  Federal  Government, 
have  been  making  a  study  of  rented  farms  in  the  state,  and  that 
gives  us  an  index,  at  least,  from,  one  angle  of  approach  to  the  net 
income  of  farms. 

We  have  also  had  the  complete  cooperation  of  the  State  Tax  De- 
partment, and.  as  was  said,  we  were  permitted  to  examine  the  in- 
come returns,  where  we  decided  to.  but,  particularly,  the  corporation 
income-tax  returns.  And,  speaking  of  the  income-tax  returns  of 
the  farmers.  I  might  say  we  find  that  practically  no  farmers  even 
file  a  personal  income-tax  return  in  the  state.  I  think  perhaps  we 
found  in  the  neighborhood  of  sixty  farm-income  returns,  and  of 
those,  not  more  than  one-half  dozen  or  so  actually  paid  an  income 
tax.  But,  we  have  taken  as  a  basis  really  the  net  income  of  cor- 
porations.    We  have  a  corporation  income  tax  of  three  per  cent. 

We  have  divided  the  corporations  into  groups,  very  similar  to 
those  of  the  Census  Bureau  of  Internal  Revenue,  and  endeavoring 
to  find  just  what  the  net  income  has  been  on  corporations  of  dif- 
ferent groups  and  classes  for  the  past  two  or  three  years. 

Then,  in  the  case  of  public  service  corporations  we  undertook  to 
take  the  total  tax  burden  and  attempted  to  find  the  net  income  as 
far  as  possible ;  and  likewise  the  banks. 

The  most  difficult  thing  we  ran  into,  I  think,  was  the  insurance 
companies. 

Now,  that  is  only  a  brief  cross-section.  It  amounts  to  only  a 
couple  of  years'  work  in  most  cases,  but  what  we  have  in  mind  is 
to  get  the  data  and  material  which  will  make  it  possible  to  do  more 
serious  work  and  more  important  work  in  the  future. 

Chairman  Vaughan  :  Ladies  and  Gentlemen,  we  are  going  to 
close  this  part  of  the  program  in  about  twelve  minutes.  I  hope  you 
will  remain  for  the  entire  program.  Following  this  session  there 
will  be  a  paper  read  by  Professor  Hunter,  which  has  been  advanced 
from  a  subsequent  session  of  the  Conference.  I  believe,  as  I  said 
awhile  ago,  that  I  called  on  the  states  actually  represented  here, 
having  these  special  commissions,  but  I  would  like  to  have  a  four- 
minute  talk  by  Judge  Leser  about  the  Maryland  Commission.  Judge 
Leser  is  on  the  permanent  Tax  Commission,  but  this  special  tax 
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commission  has  completed  its  work  and  issued  its  documents.  I 
have  seen  a  copy  of  it,  but  the  chairman  was  in  Europe  and  I  did 
not  get  a  report  from  him. 

Judge  Leser,  will  you  explain  it? 

Oscar  Leser  (Maryland)  :  Mr.  Chairman:  In  1923  there  was  a 
special  tax  revision  committee  appointed  in  Maryland,  largely  at 
my  instance,  for  the  main  purpose  of  codifying  and  arranging  and 
collecting  and  making  clear  the  tax  law  of  Maryland. 

It  is  a  growth,  a  patch-work  of  many  years.  The  law  is  scattered 
over  various  sections  of  the  code,  and  many  obsolete  provisions  are 
retained;  many  provisions  have  been  modified  by  court  decisions; 
and  it  is  in  such  shape  that  I  pity  any  one  whose  duty  it  may  be  to 
ascertain  the  law  of  Maryland. 

A  very  able  commission  was  appointed  at  that  time,  but  went  out 
at  a  tangent,  and  the  chairman  of  that  commission  had  a  fancy,  I 
think,  for  the  state  income  tax,  and  the  entire  inquiry  was  devoted 
to  that.  Without  positively  recommending  it,  they  have  all  the 
facts  that  might  be  collected  in  favor  of  it.  Nothing  was  done  in 
the  matter  of  revising  the  law. 

Consequently,  in  1927  an  act  was  passed  practically  repealing  the 
Act  of  1923,  providing  for  the  appointment  of  another  tax  revision 
commission,  and  that  commission  is  now  functioning,  and  a  few 
weeks  ago  issued  a  preliminary  report,  in  which  it  recognized  that 
its  chief  function  was  to  rearrange,  clarify  and  reassemble  the 
present  statute  law,  without  making  any  very  great  substantive 
changes,  except  those  that  might  be  of  an  urgent  character.  So 
much  for  the  Maryland  Commission. 

I  only  want  to  say  a  few  other  words  that  might  be  of  interest 
here,  because  I  think  perhaps  it  was  in  the  year  1911  that  we  met 
in  Richmond,  and  it  was  my  duty  to  preside  over  a  round  table,  and 
I  fixed  the  subject  then,  this  very  subject  of  the  function  and  com- 
position of  special  tax  commissions.  I  myself  served  on  several 
such  commissions  and  had  found  no  literature  on  the  subject;  and 
if  you  look  back  at  the  proceedings  for  that  year  you  will  find  a 
great  deal  was  contributed  on  that  subject  dealing  with  the  question 
of  how  many  members  there  should  be,  how  they  should  be  ap- 
pointed, what  should  be  their  duties ;  should  they  have  the  power 
to  summon  witnesses ;  what  should  be  the  appropriation ;  and  ques- 
tions of  that  sort,  all  practical  questions. 

I  was  interested  in  what  Senator  Edmonds  said  about  Pennsyl- 
vania, and  I  hoped  he  might  have  said  something  regarding  a  matter 
that  has  aroused  my  curiosity  for  many  years,  and  that  was  why 
Pennsylvania  still  lumps  its  assessments  on  land  and  buildings. 

Chairman  Vaughan  :  Now,  have  I  omitted  to  call  on  any  state 
represented  here  having  a  member  on  a  special  commission  ?     If 
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not,  I  will  give  you  a  few  remarks  on  our  Arkansas  Commission, 
and  I  assure  you  I  have  no  intention  to  spoil  the  good  effect  of  this 
session  by  the  few  scattering  remarks  I  will  make  about  my  state. 

WHAT  IS  BEING  DONE  TO  SOLVE  THE  TAX  PROBLEM 

GEORGE  VAUGHAN,   ARKANSAS 

Governor  Martineau  last  September  appointed  the  honorary  com- 
mission of  seven  provided  for  under  Act  167  of  the  1927  Legis- 
lature. This  Commission  is  charged  with  the  duty  of  making  a 
special  study  of  the  business  laws  of  Arkansas,  and  also  of  the 
revenue  laws,  with  a  view  to  the  improvement  of  both,  in  any  re- 
spect in  which  they  may  be  found  deficient  or  unfavorable. 

Section  2  of  the  law  reads: 

"  The  Commission  shall  make  a  careful  study  of  revenues 
and  taxation,  with  especial  reference  to  Arkansas,  and  shall 
examine  the  systems  of  other  states  and  countries.  It  shall 
also  investigate  the  history  and  present  outlook  of  industrial 
and  business  enterprises  in  Arkansas,  with  a  view  to  determin- 
ing the  true  position  of  Arkansas  as  a  field  for  the  investment 
of  foreign  capital." 

The  personnel  of  the  Arkansas  Commission  on  Business  Laws 
and  Taxation  is  diverse.  Wide  distribution  geographically  as  well 
as  vocationally  makes  for  fair  consideration  and  breadth  of  view. 

George  Vaughan,  the  chairman,  has  for  twenty  years  given 
special  attention  to  the  principles  of  taxation,  and  is  experienced  in 
the  administration  of  the  revenue  laws.  He  has  served  as  president 
of  the  National  Tax  Association  and  is  now  a  member  of  the  U.  S. 
Chamber  of  Commerce  committee  on  state  and  local  taxation. 
O.  L.  Bodenhamer  of  El  Dorado  is  a  prominent  real-estate  operator, 
and  former  president  of  the  Arkansas  Realtors  Association;  H.  C. 
Couch  of  Pine  Bluff  is  head  of  the  Arkansas  Power  and  Light 
Company,  an  outstanding  public  utility  financier.  J.  H.  Aleek  of 
Camden,  a  former  County  Judge,  is  a  banker  and  oil  producer. 
Senator  Roy  Milum  is  a  merchant  of  Harrison  and  a  leader  in  edu- 
cational effort.  R.  E.  Lee  Wilson  is  a  capitalist,  planter  and  lumber 
manufacturer  of  Eastern  Arkansas ;  and  J.  S.  Waterman  is  dean 
of  the  Law  Department  of  the  State  University  at  Fayetteville. 

The  Commission  has  busied  itself  for  months  in  the  tedious  and 
laborious  procedure  of  fact-finding.  It  was  deemed  essential  first 
to  take  an  inventory  of  our  various  laws  affecting  business  opera- 
tions as  well  as  those  dealing  with  taxation.  Practical  results  of 
past  administration  and  possibilities  of  future  development  are  first 
engaging  the  attention  of  these  representative  citizens.  Purposely 
the  Commission  has  refrained  from  anticipating  conclusions.     No 
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permanent  judgment  will   be   formed  until   all   available   facts  are 
assembled  and  studied. 

This  persistent  search  for  truth  involves  sturdy  effort  both  in  the 
field  and  through  files,  records  and  correspondence.  It  was  early- 
realized  that  a  thorough  investigation  could  not  possibly  be  accom- 
plished with  the  limited  resources  provided  for  by  the  Act,  nor 
could  such  a  state-wide  survey  be  completed  within  the  time-limit 
set  by  law  for  the  task,  a  published  report  being  required  in  ample 
time  to  serve  the  Legislature  of  1929. 

The  labors  of  the  Commission  must  necessarily  be  confined  to  a 
rapid  resume  of  the  field  as  a  whole,  with  intensive  examination 
only  into  sample  counties  or  localities. 

It  is  currently  known  among  well-informed  citizens  that  the  bur- 
den of  taxation  is  not  evenly  distributed.  The  condition  of  Ar- 
kansas in  that  respect,  however,  is  neither  less  nor  more  favorable 
than  that  of  the  average  state.  But  the  obstacles  to  intelligent  re- 
form are  greater  here  for  the  reason  that  no  survey  such  as  is  now 
being  made  has  ever  before  been  undertaken;  whereas  other  states, 
almost  without  exception,  have  repeatedly  given  both  effort,  time 
and  money  to  this  necessary  preparatory  work. 

One  outstanding  situation  throughout  the  country,  as  conceded  by 
practically  all  interests,  is  that  of  the  farmer's  lot,  which  has  been 
decidedly  unfavorable  for  the  scriptural  seven  lean  years  and 
longer.  The  farmers  of  America,  especially  of  the  Central  West, 
have  been  realizing  a  minimum  return  upon  their  investment. 

But  among  the  items  of  expense  the  tax  burden  has  loomed  in- 
ordinately heavy.  In  the  five-year  period  (1923-1927)  the  average 
annual  yield  on  agricultural  investment  has  fallen  below  3^^%, 
while  the  return  to  business  in  general  has  climbed  to  9%.  State 
and  local  taxes,  on  the  other  hand,  have  absorbed  from  25%  to  40% 
and  over  of  the  farmer's  net  income,  while  the  corporations  of  Ar- 
kansas have  similarly  paid  21%  of  their  profits  to  the  public  till. 

More  than  2,000,000  acres  of  Arkansas  farms  have  been  turned 
out,  and  the  value  of  all  farm  property  has  shrunken  $300,000,000 
since  the  Federal  Census  of  1920. 

The  paramount  task  then  before  the  Arkansas  Commission  re- 
lates first  to  the  farmer's  income,  and  secondly  to  his  contribution 
in  taxes. 

The  first  big  fact  is  that  Arkansas  is  predominantly  an  agricul- 
tural community.  Over  83 %>  of  her  population  is  rural,  46>^%o  of 
land  area  is  in  farms  and  60%  of  her  income  is  garnered  on  her 
222,000  farms.  These  farms,  which  checkerboard  her  hills  and 
valleys  from  the  Ozarks  to  the  flowing  ^Mississippi  on  the  east  are 
the  backbone  of  her  economic  structure. 

Surely,  economic  problems  of  the  farmer  deserve  our  first  and 
earnest  thought. 
12 
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Agriculture,  however,  is  not  to  monopolize  the  attention  of  this 
board,  of  business  and  professional  men.  The  condition  of  the 
business  group,  particularly  the  modest  merchant  and  of  tlie  manu- 
facturer, challenges  the  same  consecrated  consideration. 

A  state's  prosperity  is  not  measured  by  the  extremes  of  poverty 
and  wealth.  Quite  the  contrary,  the  happiest  people  are  those  who 
live  w^here  there  are  no  great  extremes  either  of  riches  or  of  need. 
Arkansas  enjoys  the  fortunate  distinction  of  falling  in  the  latter 
class. 

According  to  government  reports  of  income  taxes  paid  and  of 
products  of  the  factory,  field  and  mine,  the  credit  rating  of  "the 
happy  little  home  in  Arkansas "  is  favorable  indeed.  While  we 
are  an  average  state  in  many  particulars,  our  position  is  near  the 
top  in  several  significant  fields.  For  example,  only  one  state  excels 
Arkansas  in  the  general  and  sustained  prosperity  of  her  corpora- 
tions over  a  period  of  ten  years.  That  is  to  say,  the  ratio  of  cor- 
porate enterprises  which  have  earned  a  net  income  each  year  is 
greater  in  Arkansas  than  in  any  state  except  one.  That  ratio  was 
59.67^^  for  the  country  as  a  whole  and  69.5%  for  Arkansas. 

The  ratio  of  cash  to  total  assets  of  Arkansas  business  concerns 
has  been  high  (17.7%  as  compared  with  12.27©  for  the  United 
States),  therefore  indicating  a  margin  of  safety,  which  is  all  to  the 
good. 

The  average  value  of  crops  produced  in  the  five-year  period  1921- 
1925  on  a  dollar's  worth  of  land  throughout  the  country  was  34 
cents,  but  in  Arkansas  their  value  is  87  cents,  only  surpassed  in  that 
respect  by  Alabama.  Louisiana  and  Mississippi.  Agricultural  Iowa 
stood  at  the  foot  of  the  column  with  a  paltry  13  cents  gross  return 
on  a  dollar's  worth  of  land. 

These  and  many  other  interesting  facts  are  being  developed  by 
the  slow  process  of  trial  and  error.  Absolute  demonstration  by  the 
best  available  evidence  is  the  cruciar  test  applied  to  every  fact  or 
group  of  facts. 

It  is  not  the  part  of  prudence  to  form  snap  judgment  upon  mere 
rumor  or  vague  surmise,  but  with  the  facts  frankly  and  fearlessly 
spread  before  you  a  state  policy  or  a  course  of  remedial  legislation 
may  safely  be  espoused.  Only  such  cautious  and  deliberate  methods 
will  lead  to  the  ultimate  goal — a  happy  community  and  a  prosperous 
people. 

The  results  of  the  work  of  this  Commission  will  be  available  to 
the  legislators  and  to  the  general  public,  as  provided  in  Sec.  3  of 
the  law,  which  reads : 

"The  Commission  shall  prepare  by  October  1,  1928,  a  con- 
cise report,  in  popular  language,  presenting  a  complete  account 
of  the  revenue  system  of  Arkansas,  with  a  description  of  its 
principal  defects,  and  suggestions  for  improvements  developed 
by  the  Commission's  study. 
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"  It  shall  also  present  a  separate  report  of  the  conditions 
which  it  finds  existing  in  Arkansas,  as  bearing  upon  the  con- 
duct of  business,  by  private  individuals,  firms  and  corporations. 
There  shall  be  prefixed  to  this  report  a  brief  abstract  containing 
the  substance  of  the  reports.  Five  thousand  copies  of  the  re- 
ports and  abstracts  shall  be  printed  for  general  distribution 
throughout  the  State." 

(After  concluding  the  reading  of  the  paper,  Mr.  Vaughan  con- 
tinued) 

Chairman  Vaughan  (continuing)  :  That,  gentlemen,  is  a  mere 
explanation  of  the  work,  and  I  will  not  undertake  to  show  any  of 
the  plan  whereby  we  are  trying  to  achieve  those  results;  but,  as 
you  see,  the  plan  covers  a  double  purpose,  to  investigate  the  condi- 
tion of  two  kinds  of  laws,  the  business  laws  in  general  and  then  the 
revenue  laws,  and  then  suggesting  remedial  legislation.  It  is  to  be 
hoped  at  least  something  will  be  achieved  to  show  the  members  of 
the  legislature  the  importance  of  that  sort  of  systematic  inquiry  be- 
fore action  is  taken  in  the  way  of  legislation. 

Now,  that  permits  an  adjournment  of  this  part  of  the  meeting  at 
10  o'clock.  We  have  three  minutes,  and  I  am  quite  sure  there  must 
be  some  one  who  w^ould  like  to  ask  some  questions  or  interpose  some 
suggestions,  and  I  will  give  you  an  opportunity. 

Fred  R.  Fairchild  (Connecticut)  :  This  session  tonight  seems 
to  me  to  have  been  one  of  the  most  impressive  to  which  I  have  ever 
listened  in  the  whole  history  of  this  association,  and  I  think  the 
Conference  owes  to  the  chairman  a  heavy  debt  of  gratitude  for  the 
skillful  way  in  which  he  has  organized  and  conducted  it.  The  fact 
that  some  seventeen  states  more  or  less  are  engaged  officially  in 
research  into  the  subject  of  taxation  is  most  significant.  These 
commissions  have  been  made  up  of  leaders  in  the  public  life  of 
their  communities,  and  busy  men,  who  have  yet  been  willing  to  give 
generously  of  their  own  time,  who  have  also  been  willing  and  wise 
enough  to  employ  expert  assistants;  their  states  have  been  willing 
to  appropriate  generous  sums  of  money  for  this  work.  I  wish  we 
knew  the  total  appropriation  involved  in  these  seventeen  more  or 
less  research  enterprises. 

Chairman  Vaughan  :  $168,000  all  told.  Nearly  one-half  of 
that  in  California. 

Mr.  Fairchild:  That  is  an  impressive  amount. 

The  time  is  coming,  I  think,  when  our  legislatures,  and  the  people 
of  the  states  whom  they  represent,  will  no  longer  be  content  with 
the  old  methods  of  trial  and  error  which  have  followed  in  the  work 
of  our  commissions  and  our  legislation  in  the  past.  It  seems  to  me, 
Mr.  Chairman,  that  we  are  right  at  the  beginning  of  a  new  epoch 
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in  the  progress  of  American  state  and  local  taxation.     Taxation  is 
to  proceed  in  a  different  way. 

The  complexity  of  the  subject  and  the  increasing  importance  of 
it  are  such  that  we  cannot  go  on  longer  in  the  old  way ;  and  from 
now  on  I  believe  more  and  more  taxation  is  to  be  based  upon  a 
sound  foundation  of  knowledge  of  the  facts,  obtained  by  the  em- 
ployment of  the  best  possible  research  methods. 

Now,  it  seems  to  me  that  here  is  something  of  which  this  Asso- 
ciation should  take  cognizance.  I  believe  there  is  here  an  oppor- 
tunity second  to  none  which  has  been  presented  to  this  Association 
in  its  history.  We  ought  to  be,  both  through  these  conferences  and 
through  our  monthly  publication,  a  clearing  house  to  aid  and  en- 
courage this  kind  of  research,  and  to  make  its  results  available  not 
only  to  the  researchers  but  to  the  public  generally.  These  different 
commissions  are  engaged  in  problems  of  tremendous  difficulty. 
Every  one  of  you  who  has  any  part  in  this  question  of  research 
knows  the  difficulties  of  the  problem,  and  must  also  be  aware  that 
in  all  these  different  organizations  similar  problems  are  being  faced. 
Tonight  we  have  just  had  a  sample  of  the  kind  of  service  that  some 
organization  ought  to  perform,  of  bringing  together  the  experience, 
the  results  of  these  various  organizations  in  attacking  their  prob- 
lems, in  order  that  each  may  have  the  benefit  of  the  work  of  all. 

The  public  is  interested  in  the  results  of  these  research  enter- 
prises, and  the  results  ought  to  be  brought  to  their  attention  not 
merely  when  the  final  report  of  the  particular  association  or  com- 
mission appears,  but  currently  from  time  to  time  in  somewhat  the 
shape  in  which  it  has  been  brought  before  us  tonight. 

I  sincerely  hope  that  we  will  not  let  this  opportunity  for  service 
on  the  part  of  our  Association  go  by  us.     (Applause) 

Chairman  Vaughan  :  We  are  very  glad  to  hear  from  Professor 
Fairchild,  and  I  would  like  to  say  in  passing,  to  tie  up  his  remarks 
with  the  general  subject,  that  he  represents  the  United  States  Gov- 
ernment in  similar  work  carried  along  by  the  government  in  the 
field  of  forestry  taxation,  and  I  presume  it  will  be  touched  on  in  a 
later  session,  in  a  report  in  which  he  has  a  paper. 

Are  there  any  other  remarks  or  questions  before  we  pass  to  the 
next  subject?  If  not,  we  will  pass  to  the  next  part  of  the  evening's 
program,  and  we  will  ask  Professor  M.  H.  Hunter,  the  editor  of 
the  Bulletin,  and  of  the  University  of  Illinois,  to  present  his  paper 
on  the  subject  of  Motor  Vehicle  Taxation. 

M.  H.  Hunter  (Illinois):  Mr.  Chairman,  Ladies  and  Gentle- 
men: Before  I  make  my  report,  I  want  to  make  a  little  speech 
about  something  else. 

I  don't  know  how  many  of  you  had  connected  my  name  with  the 
editorship  of  the  Bulletin,  but  the  chairman  has  already  told  you 
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that  I  am  that  individual.  I  am  the  one  who  happened  to  have  so 
little  resistance  that  Mr.  Holcomb  persuaded  me  to  take  it,  and  so 
for  the  last  more  than  a  year  and  a  half  I  have  been  responsible  at 
least  for  reading  the  proof  on  it. 

The  Bulletin  is  not  what  I  want  it  to  be.  I  suspect  it  is  not  what 
you  want  it  to  be.  I  think  the  greatest  improvement  that  we  have 
been  able  to  make  has  been  in  the  building  up  of  the  department 
Decisions  and  Rulings.  But  the  title  of  it  is  The  Bulletin,  and  I 
didn't  look  up  the  definition  of  bulletin;  but,  as  I  remember,  it  has 
something  to  do  w'ith  the  dissemination  of  news,  and  that  is  about 
what  the  Bulletin  has  not  been.  I  would  like  to  build  up  that  de- 
partment that  we  call  News  Items,  but  I  cannot  do  that;  I  cannot 
write  those  news  items. 

I  have  heard  in  the  last  two  or  three  days  I  don't  know  how 
many  things  that  I  wish  I  had  known  and  you  wish  you  had  known 
some  time  last  winter;  and  if  the  people  who  know  those  things  had 
just  sent  them  in  to  me  I  would  have  been  very  glad  to  send  them 
on  to  you ;  and  so  tonight  I  want  to  appoint  each  of  you  as  a  re- 
porter to  this  newspaper  that  we  are  getting  out.  so  that  we  will 
know  something  about  how  much  California  or  somebody  else  has 
appropriated  to  be  used  by  a  special  tax  commission,  and  all  these 
other  things  you  w-ould  like  to  know;  and  if  you  would  take  the 
responsibility  of  sending  news  items  to  me,  I  think  we  could  make 
the  Bulletin  very  much  more  interesting. 

Another  thing  I  would  like  to  develop  in  there — Professor  Fair- 
child  has  already  taken  that  part  of  my  speech  away — this  mass  of 
literature  that  is  coming  out  not  only  from  state  tax  commissions, 
special  commissions  and  the  ordinary  commissions,  but  from  other 
sources;  if  that  could  be  sent  to  me  I  think  it  would  be  interesting 
to  give  a  brief  resume  of  some  of  the  things  that  are  coming  out 
that  you  might  be  interested  in  getting  and  having  in  your  own 
libraries,  but  it  is  only  through  cooperation  that  I  can  do  that  sort 
of  thing. 

Now,  I  am  perfectly  willing  to  do  my  part  if  you  will  just  realize 
that  you  must  help  to  get  the  material  to  me.  That  is  the  little 
speech  I  wanted  to  go  into  before  making  my  report,  because  after 
giving  that  I  suspect  I  w-on't  have  another  chance  of  saying  any- 
thing to  the  group. 

Chairman  Vaughan  :  If  you  will  pardon  me,  I  would  like  to 
make  an  announcement.  I  want  to  call  attention  to  the  fact  that 
the  morning  session  is  moved  up  to  9  o'clock.  Also,  there  are  still 
vacancies  on  the  Resolutions  Committee.  If  any  state  has  not 
handed  in  the  name  to  ^Nlr.  Tobin.  please  hand  in  the  name  of  the 
member  on  the  Resolutions  Committee  from  your  state. 

That  is  all.     Proceed. 
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Mr.  Hunter  (continuing:)  :  I  undertook  the  chairmanship  of  this 
committee  with  somewhat  of  a  reluctance,  because  I  felt  I  knew 
very  little  about  the  subject.  I  did  work  out  the  preliminary  report, 
and  some  three  or  four  weeks  ago  sent  the  copy  to  the  other  mem- 
bers of  the  committee,  whose  names  you  will  find  in  the  back  of  the 
program.  Three  of  the  members  made  no  suggestion  as  to  change. 
Two  of  the  members  made  some  suggestions.  Some  of  these  I  at- 
tempted to  incorporate  in  the  final  draft  as  I  have  it.  The  final 
draft  I  sent  to  each  member  about  a  week  before  the  opening  of  the 
Conference,  asking  each  of  them  if  they  had  any  suggestions  they 
wished  to  submit,  and  if  so  to  send  to  me  here.  As  yet  I  have  re- 
ceived none. 

THE  TAXATION  OF  COMMERCIAL  MOTOR 
TRANSPORTATION 

M.   H.    HUNTER 

University  of  Illinois 

Commercial  motor  transportation  as  a  method  for  carrying  large 
numbers  of  passengers  and  much  freight  is  no  longer  fiction.  The 
fact  is  upon  us.  From  statistics  compiled  by  the  American  Auto- 
mobile Association  ^  at  the  end  of  1927  there  were  nearly  86,000 
motor  buses  operating  in  the  United  States.  Of  these  some  44,000 
were  engaged  in  common-carrier  operations,  composed  of  intra- 
state carriers  about  32.000,  interstate  carriers  about  3,000,  buses 
operated  by  electric  railways  and  subsidiaries  about  8,500,  and  those 
operated  by  steam  railroads  and  subsidiaries  about  1,000.  The  non- 
common-carrier  operations  were  composed  of  hotel  buses,  those  of 
sightseeing  and  touring  companies,  and  buses  for  industrial  uses 
and  for  school  purposes.  During  1927  these  buses  carried  a  total  of 
some  2,525,000,000  passengers.  As  indicative  of  the  extent  to  which 
motor  trucking  has  developed,  in  1927  there  were  registered  2,985,- 
000  motor  trucks,  of  which  about  20  per  cent  were  commercial 
carriers. 

This  rapid  development  of  motor  transportation  on  a  commercial 
basis  has  brought  with  it  problems  different  from  those  associated 
with  the  motor  vehicle  as  an  instrument  for  the  conveyance  of  the 
person  or  property  of  the  owner  of  tlie  vehicle.  Immediately  when 
a  charge  is  made  for  the  transportation  service,  the  individual 
ownership  wanes  in  importance  while  the  public  relationship  in- 
creases. 

The  public  relationship  with  operation  of  commercial  motor  trans- 
portation is  closer  than  with  any  other  type  of  transportation.  In 
the  first  place  the  public  has  made  a  great  investment  in  providing 
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the  service  in  that  it  has  provided  the  highways  upon  which  the 
motor  vehicles  operate.  Because  of  this  it  is  of  great  public  con- 
cern as  to  what  payment  shall  be  exacted  from  these  users  of  the 
highways  to  reimburse  for  the  public  outlay  already  made  and  to 
share  in  the  maintenance  cost  of  the  highways.  The  public,  more- 
over, is  concerned  in  the  type  of  service  given  by  these  carriers,  the 
charge  made  for  it.  and  the  responsibility  of  those  who  undertake 
to  supply  it.  The  problem  of  the  taxation  of  commercial  motor 
transportation,  therefore,  is  closely  intertwined  with  that  of  public 
relations  and  cannot  be  considered  apart  from  this  broader  aspect 
of  the  problem. 

Attention  must  also  be  given  to  the  relation  between  those  en- 
gaged in  motor  transportation  for  hire  and  the  more  or  less  com- 
peting carriers,  the  electric  and  steam  roads.  It  appears  to  some 
that  an  unfair  discrimination  is  being  shown  in  favor  of  motor 
transportation.  Railroad  transportation  is  almost  entirely  in  private 
hands.  Not  only  the  equipment,  but  the  track  and  roadbed  are 
owned  by  private  investors.  In  the  case  of  highway  transportation, 
the  vehicles,  garages  and  station  buildings,  if  any,  are  owned  by 
the  individuals.  The  highway  over  which  the  vehicles  operate, 
however,  is  provided  by  the  public.  The  charge  made  for  the  ser- 
vices by  each  type  of  carrier  should  be  such  as  to  cover  costs — that 
is,  operation  and  maintenance  and  interest  on  investment.  These 
costs  exist  in  both  types  of  transportation,  but  while  the  railroads 
must  buy  and  maintain  their  own  roadbed  and  tracks,  as  well  as 
meet  operating  costs,  the  owners  of  motor  vehicles  bear  only  the 
operating  costs  while  the  public  furnishes  and  maintains  the  high- 
way. The  problem  of  justice  as  between  these  types  of  carriers 
demands  some  consideration  of  the  part  of  highway  costs  which 
should  be  borne  by  those  using  them  for  gain. 

Aside  from  any  relation  with  other  carriers,  motor  transportation 
deserves  consideration  on  its  own  merits.  To  what  extent  is  it  to 
be  considered  as  a  public  convenience  and/or  necessity,  and  there- 
fore to  be  encouraged?  Aside  from  any  payment  of  taxes  in  return 
for  the  specific  purpose  of  construction  and  maintenance  of  high- 
ways, the  operators  of  commercial  motor  vehicles  must  be  looked 
upon  as  possible  bases  of  taxation  to  supply  revenue  for  the  general 
fund,  just  as  manufacturers,  farmers,  or  the  railroads,  and  one  be- 
comes concerned  with  their  ability  to  pay.  As  motor  transportation 
becomes  more  and  more  of  an  interstate  nature,  the  problem  arises 
as  to  what  regulatory  measures  shall  be  applied  and  by  whom. 

The  relation  of  a  new  type  of  transportation  to  one  already  in 
existence,  whose  continued  prosperity,  or  even  existence  has  seemed 
threatened,  has  always  been  strained.  The  canals  looked  upon  the 
development  of  the  railroad  with  disfavor  and  for  awhile  succeeded 
in    securing    some    sympathetic    governmetnal    action.      This    was 
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especially  true  if  the  canal  were  one  built  by  the  state.  In  the  state 
of  New  York,  for  example,  a  law  was  passed  in  1848  (Chap.  140) 
which  stated  that  any  road  parallelinj^:  or  nearly  paralleling  any 
canal  of  the  state,  and  within  thirty  miles  of  it.  would  be  considered 
as  diverting  freight  business  from  the  canals.  Because  of  this  the 
same  state  tolls  that  would  have  been  paid  had  the  property  been 
transported  by  canal  were  to  be  paid  by  the  railroad.  Before  this 
law,  many  others  were  enacted  which  applied  only  to  particular 
companies.  In  most  of  them  heavy  penalties  were  provided  for 
refusal  to  pay  tolls.  The  attempt  to  maintain  the  canals  by  this 
method  was  given  up  in  1851. 

In  general,  the  public,  through  the  government,  has  fostered  the 
development  of  transportation  rather  than  hindered  it.  Where 
progress  has  been  involved,  moreover,  it  has  recognized  no  vested 
interest  in  institutions  already  in  existence  which  it  felt  obliged  to 
continue.  Every  one  is  familiar  with  the  vast  tracks  of  public 
lands  given  to  foster  the  development  of  the  railroads  and  with  the 
amounts  of  money  raised  by  states  and  localities  for  the  same  pur- 
pose. All  this  was  enthusiastically  endorsed  in  spite  of  the  fact 
that  it  rang  the  death-knell  of  most  of  the  canal  enterprises.  The 
price  of  progress  must  frequently  be  paid  by  some  previous  adven- 
turer;  the  type-setter  paid  with  his  craft  when  the  linotype  was  in- 
vented, and  likewise  the  stone-cutter  when  stone-cutting  machinery 
came  into  use.  Consequently,  if  motor  transportation  becomes  so 
much  in  public  demand  that  it  makes  obsolete  forms  of  transporta- 
tion already  in  existence,  it  may  be  that  those  who  are  forced  out 
are  but  paying  the  price  of  progress.  Who  knows  but  that  in  a  few 
years  the  motor  bus  and  the  motor  truck  as  well  as  the  private 
motor  car  will  be  replaced  by  air  vehicles,  and  that  here  again  there 
will  be  a  tremendous  public  and  private  loss  chargeable  to  progress? 

Much  has  been  said  about  the  loss  to  the  railroads,  steam  and 
electric,  from  the  competition  of  motor  transportation.  This  loss  is 
impossible  of  measurement,  and  probably  is  felt  much  more  keenly 
by  some  transportation  systems  than  others.  In  steam  roads  the 
evidence  seems  to  point  that  the  development  of  the  highway  and 
motor  transportation  has  meant  a  net  gain  in  revenue  rather  than  a 
loss.  Mr.  C.  H.  Markham,  former  president  of  the  Illinois  Central 
Railroad,  in  an  address  before  the  .American  Roadbuilders  Associa- 
tion in  Chicago  in  1926,  said: 

"  The  freight  revenue  received  by  our  railroad  from  hand- 
ling the  various  products  connected  with  motor  vehicles  and 
good  roads  is  more  than  one-eighth  of  our  total  freight  rev- 
enue. Of  course,  the  proportion  will  vary  with  respect  to  the 
different  railroads,  but  I  have  no  doubt  that  this  traffic  provides 
the  railroads  generally  with  a  substantial  part  of  their  total 
freight  revenue.     There  is  no  way  to  determine  exactly  the 
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loss  in  revenue  sustained  by  the  railroads  as  a  result  of  motor- 
vehicle  competition.  This  loss  is  partly  offset  by  the  gain  in 
revenue  caused  by  the  use  of  motor  vehicles  to  extend  the  areas 
that  enjoy  convenient  access  of  railway  facilities.  However, 
even  if  the  disparity  between  this  gain  and  loss  is  large,  I  am 
fully  convinced  that  when  we  take  into  consideration  the  ex- 
tensive traffic  derived  by  the  railroads  from  the  transportation 
of  road-building  materials,  and  machinery,  automobiles,  gaso- 
line, and  various  allied  products,  we  can  feel  that  the  railroads 
have  gained  more  than  they  have  lost  through  the  development 
of  highway  transportation." 

The  evidence  available  shows  that  motor  transportation  has  had 
little  influence  on  railroad  abandonments.  Railroad  mileage  reached 
its  peak  in  1916  with  over  254,000  miles.  Since  then  there  has  been 
a  decrease  in  the  mileage,  and  one  factor  which  has  been  cited  as 
responsible  for  this  is  the  competition  of  motor  transportation.  In 
order  to  determine  the  influence  of  motor  transportation  on  aban- 
donments, the  Bureau  of  Public  Roads,  in  the  Department  of  Agri- 
culture, made  a  study  of  the  causes  of  railroad  abandonment  from 
1920  to  1925.  The  conclusion  drawn  from  the  study  is  that  in  only 
a  few  cases  had  motor  transportation  had  much  influence  on  rail- 
road abandonments.  The  following  table  shows  railroad  abandon- 
ments according  to  purpose  of  construction. 


Lines 

Brar 

ches 

Total 

Number 

24 

4 
28 
13 
41 

Miles 

600.66 
21^.20 
813.86 
795-77 
1,609.63 

Number 

Miles 

Number 

Miles 

Logging  Koads  .... 
Mining  Roads 

27 
18 

248.59 
288.85 

537-44 
291.88 

829.32 

SI 
22 

73 

47 

120 

849.25 
502.05 

Logging  and  Mining 
All  other    

45 
34 

79 

i,3!;i.20 
1,087.95 

2,438.95 

Total 

The  fundamental  reason  for  the  abandonment  of  the  railroads 
was  found  to  be  the  lack  of  sutffcient  traffic  to  continue  to  make 
operation  profitable  or  even  possible.  The  primary  reasons  for  lack 
of  trafiic  are  shown  in  the  table  following. 

Another  factor  which  must  be  taken  into  consideration  in  at- 
tempting to  arrive  at  some  conclusion  as  to  the  eft'ect  of  motor 
transportation  on  the  railroads  is  the  type  of  freight  handled.  The 
most  expensive  type  of  freight  handled  by  the  railroads  has  been 
the  short-haul  freight  and  the  1.  c.  1.  freight.  It  is  in  this  type  of 
freight  in  which  the  competition  of  the  motor  truck  has  been  most 
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felt.  Studies  made  by  the  Bureau  of  Public  Roads  show  that  in 
Cook  County,  Illinois,  the  county  containing  the  city  of  Chicago, 
only  10  per  cent  of  the  motor-truck  hauls  were  more  than  20  miles, 
and  that  practically  all  of  this  was  on  two  highways.  In  the  sur- 
veys of  states  it  was  found  that  67  per  cent  of  the  tonnage  in  Con- 
necticut was  hauled  within  a  zone  of  29  miles;  58  per  cent  in  Cali- 
fornia; 71  per  cent  in  Ohio;  and  80  per  cent  in  Pennsylvania. 

The  effect  of  motor  transportation  upon  electric  railways  has  un- 
doubtedly been  more  serious.  These  were  designed  for  short  hauls, 
passenger  traffic  was  the  chief  source  of  revenue,  while  the  freight 
carried  was  of  the  smaller  type.  The  type  of  service  offered  by 
motor  transportation  is  similar  and  the  competition  therefore  keen. 
The  carrying  of  passengers  in  the  more  densely  populated  cities  has 
been  affected  to  a  less  degree  than  has  the  business  of  the  electric 
lines  operating  in  rural  districts  and  in  sparsely  populated  parts  of 
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cities.  Figures  are  not  available  from  which  accurately  to  deter- 
mine the  effect  of  motor  transportation  upon  electric  railways. 
Some  data  is  available  as  to  miles  of  track  constructed  and  aban- 
doned, but  the  construction  is  undoubtedly  in  cities  while  the  aban- 
donment is  largely  rural.  As  a  whole,  the  new  construction  of 
track  has  almost  kept  pace  with  the  number  of  miles  abandoned. 
A  part  of  the  abandonment  has  been  because  electric  companies 
have  substituted  buses  in  some  regions  of  light  traffic,  and  have  in- 
augurated bus  lines  in  regions  to  which  otherwise  electric  service 
might  have  been  extended. 

In  examining  the  taxation  of  commercial  transportation  it  will  be 
well  to  investigate  the  oft-made  statement  that  the  motorist  pays 
nothing  for  the  highway  while  the  railroads  are  taxed  to  help  build 
and  maintain  it.  The  only  thing  that  can  be  defended  in  this  state- 
ment is  that  the  operators  of  commercial  motor  transportation  do 
not  pay  the  entire  cost  of  building  and  maintaining  the  highways 
while  the  railroads  pay  for  their  tracks  and  roadbed.     Upon  these 
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they  pay  taxes,  and  to  the  extent  that  highways  expenditures  are 
met  from  the  general  revenue  fund  the  railroads  may  be  said  to  be 
helping  to  build  the  highways.  The  implication  is  that  the  user  of 
the  highway  for  commercial  purposes  does  not  have  to  charge  a 
rate  sufficiently  high  to  meet  all  costs,  which  is  undoubtedly  true. 
If  truck  and  bus  rates  were  such  as  to  cover  all  costs  of  the  high- 
way, they  would  be  prohibitive.  But  the  operators  of  buses  and 
trucks  do  pay,  and,  compared  with  the  operators  of  vehicles  not  for 
hire,  they  pay  a  greater  sum  per  vehicle.  It  is  in  no  absolute  sense 
that  we  can  speak  of  free  highways  to  these  commercial  users,  but 
only  by  a  comparison  with  the  railways. 

It  appears  we  have  a  complex  situation.  The  government  has 
built  highways  to  meet  a  public  need.  These  highways  incidentally 
furnish  a  roadbed  for  commercial  motor  carriers,  presumably  fur- 
nishing a  service  desirable  from  the  standpoint  of  the  public,  yet  at 
the  same  time  to  some  extent  coming  into  competition  with  the  ser- 
vice offered  by  already  existing  railways.  It  would  have  been  im- 
possible for  these  commercial  motor  carriers  to  have  furnished  the 
highways,  yet  the  highways  would  have  been  built  had  there  never 
been  commercial  trucks  and  buses.  The  troublesome  question  is. 
How  much  should  we  reasonably  expect  commercial  motor  trans- 
portation to  pay  for  the  use  of  the  highways? 

One  answer  to  this  question  might  be  that  they  should  pay  an 
amount  which  will  be  a  burden  comparable  to  that  caused  by  the 
taxation  of  railroads.  Several  attempts  have  been  made  to  compare 
the  tax  burden  upon  earnings.  Such  a  comparison  may  be  very 
misleading.  Earnings  are  very  inaccurately  accounted  in  many  of 
the  bus  and  truck  companies.  Many  bus  companies  operate  in  con- 
junction with  electric  and  steam  lines  and  costs  are  not  so  allocated 
that  earnings  can  be  definitely  determined.  In  correspondence, 
many  operators  stated  that  the  same  garages,  mechanics,  tickets, 
etc.,  were  used  for  both,  consequently  it  was  impossible  to  separate 
the  costs  and  determine  earnings. 

The  relation  between  net  and  gross  earnings  and  between  net 
earnings  and  investment,  moreover,  may  be  very  different  for  the 
different  types  of  carriers.  It  may  be  found,  for  example,  that  an 
electric  company  and  a  bus  company  each  have  gross  earnings  from 
operation  of  $200,000.00  and  that  the  tax  upon  each  is  5  per  cent 
of  this.  This  should  not  be  taken  as  prima  facie  evidence  that  the 
tax  burden  upon  each  is  the  same.  Since  the  railroad  must  main- 
tain its  roadbed  and  tracks,  and  since  its  operating  expenses  are 
probably  higher,  a  much  larger  part  of  the  gross  receipts  must  be 
used  to  pay  expenses  than  in  the  case  of  the  operator  of  the  bus 
line.  When  expenses  are  deducted  in  each  case  it  may  be  that  the 
one  case  will  show  a  loss  while  the  other  will  have  a  substantial 
profit.     Neither  can  the  percentage  of  tax  of  net  income  always  be 
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an  accurate  indicator  of  the  comparative  tax  burden.  A  bus  or 
truck  company  and  a  steam  or  electric  railroad  may  each  show  a 
net  earning  of  $50,000.00.  In  the  case  of  the  one  operator  this  may 
be  upon  an  investment  of  four  or  five  times  as  great  as  for  another 
and  consequently  a  tax  of  a  uniform  percentage  upon  net  earnings 
would  be  much  more  severe  in  some  cases  than  in  others. 

Statistics  of  the  percentage  of  taxes  of  the  gross  or  net  earnings 
of  ditTerent  types  of  transportation  are  interesting  in  themselves, 
although  of  little  value  in  reaching  a  conclusion  as  to  comparative 
tax  burdens.  For  1927  thirty  bus  companies  doing  an  inter-city 
operation  made  rather  detailed  statistical  reports  to  the  American 
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Automobile  Association.-  These  com])anies  operated  from  2  to  182 
buses.  The  data  for  twenty  of  these  companies  is  such  that  calcu- 
lations could  be  made  as  to  the  percentage  of  taxes  to  gross  and  net 
earnings.  The  calculations  are  made  on  the  basis  of  cents  per  bus 
mile.  It  will  be  seen  from  the  following  table,  from  the  calcula- 
tions made,  that  in  1927  the  average  net  revenue  per  bus  mile  after 
deducting  taxes  was  1.15  cents  and  before  deducting  taxes  2.08 
cents.    The  average  tax  per  bus  mile  was  1.12  cents.    The  percent- 
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age  of  the  tax  to  the  gross  revenue  was  4.4.  The  percentage  of  the 
tax  to  the  net  revenue  before  deducting  taxes,  for  the  fourteen 
companies  which  had  a  net  revenue,  was  30.3  and  the  percentage 
of  tax  to  net  revenue  after  deducting  tax  was  37.8. 

Statistics  are  available  for  a  few  individual  organizations.  From 
the  summary  of  reports  of  street  railway  companies  operating  in 
the  City  of  New  York,  published  by  the  Public  Service  Department 
of  the  State  of  New  York,  some  idea  of  the  tax  burden  upon  New 
York  street  railways  may  be  obtained.  For  the  year  ending  June 
30,  1927,  the  total  gross  income  of  the  rapid-transit  companies  and 
the  street-surface  companies  was  $47,365,000  while  the  net  income 
was  $6,779,000.  The  total  taxes  paid  by  these  companies  was 
$8,702,000.  The  taxes,  then,  were  about  18.3  per  cent  of  the  gross 
income  and  were  more  than  the  net  income  after  the  payment  of 
taxes  and  more  than  56  per  cent  of  the  net  income  before  the  pay- 
ment of  taxes.  The  gross  revenue  of  the  Third  Avenue  Railway 
System  for  1927  was  $15,333,000,  and  the  net  income  after  deduct- 
ing taxes,  was  $2,850,000.  The  taxes  were  $988,460.  Here  the 
taxes  were  but  6.4  per  cent  of  the  gross  revenue  and  33  per  cent  of 
the  net  income  before  taxes  were  deducted.  For  the  Hudson  and 
Manhattan  Railroad  Company,  the  gross  receipts  were  $9,025,000, 
while  the  net  receipts  were  $4,285,000.  Taxes  were  $1,039,000,  or 
11.5  per  cent  of  the  gross  receipts.  They  were  19.5  per  cent  of  the 
net  receipts  before  the  deduction  of  taxes  and  24.2  per  cent  of  the 
net  receipts  after  the  deduction  of  taxes. 

The  gross  receipts  of  the  Fifth  Avenue  Coach  Company  were 
$7,268,000,  and  the  net  receipts  were  $1,026,000.  Taxes  amounted 
to  $531,000,  or  7.2  per  cent  of  gross  receipts.  These  were  34.1  per 
cent  of  the  net  revenue  before  deduction  of  taxes  and  51.7  per  cent 
of  the  net  receipts  after  deduction  of  taxes.  The  Eastern  Parkway, 
Brownsville,  and  East  New  York  Transit  Relief  Association  had 
gross  receipts  of  $496,000,  net  receipts  of  $84,000,  and  $43,000  in 
taxes.  Here  taxes  were  equal  to  8.7  per  cent  of  gross  earnings, 
33.5  per  cent  of  net  earnings  before  deduction  of  taxes,  and  51.2 
per  cent  after  deduction  of  taxes. 

Other  available  figures  show  a  wide  fluctuation  of  the  percentage 
of  earnings  taken  in  taxes.  In  the  state  of  Pennsylvania  fifty-two 
electric  interurban  companies  had  a  gross  operating  revenue  of 
$28,330,000.  Forty-four  of  these  companies  had  a  net  revenue  of 
$6,851,000  while  eight  had  losses  amounting  to  $72,000.  The  net 
revenue  of  all  the  companies  was  therefore  $6,779,000.  The  total 
taxes  paid  were  $1,153,000.  which  was  4.07  per  cent  of  gross  re- 
ceipts and  14.8  per  cent  of  the  net  revenue  before  the  deduction  of 
taxes.  For  twenty-one  street-car  companies  the  gross  revenue  was 
$73,318,000,  and  taxes  paid  $4,124,000,  a  percentage  of  taxes  to 
gross  revenue  of  5.62  per  cent.     The  tax  was  15.7  per  cent  of  the 
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net  revenue  before  deducting  taxes.  For  sixty-one  incorporated  bus 
lines,  the  gross  income  of  tlie  companies  was  $7,562,000,  while  they 
sustained  a  net  loss  of  $224,000.  The  taxes  paid  were  $328,000,  or 
4.33  per  cent  of  gross  receipts. 

The  statistics  of  steam  railroads  show  that  taxes  paid  amount  to 
about  6  per  cent  of  their  gross  receipts  and  to  about  22.8  per  cent 
of  their  net  receipts  before  the  deduction  of  taxes.  For  electric 
lines  reporting  to  the  Interstate  Commerce  Commission,  the  tax 
amounts  to  about  6.3  per  cent  of  gross  receipts  and  to  about  39  per 
cent  of  net  receipts  before  deduction  of  taxes.  As  indicated  above, 
because  of  the  great  diversity  in  the  relation  of  investment  to  gross 
and  net  receipts,  and  of  the  wide  differences  between  gross  and  net 
earnings  in  the  different  companies,  these  figures  show  little  as  to 
the  comparative  burden  upon  the  dififerent  types  of  carriers.  About 
all  the  conclusions  that  can  be  drawn  is  that  there  is  a  wide  differ- 
ence in  the  relation  of  taxes  to  earnings,  and  that  motor  transpor- 
tation has  not  failed  to  share  to  a  considerable  extent  in  the  tax 
levied  upon  transportation. 

Since  the  percentage  of  taxes  of  net  or  gross  earnings  are  of 
little  value  in  showing  the  comparative  tax  burden,  some  other  basis 
for  comparison  must  be  used.  Unfortunately  statistics  are  not  avail- 
able which  will  afford  any  such  comparison.  If  we  could  arrive  at 
the  tax  burden  per  ton-mile  or  per  passenger-mile,  it  would  be  a 
better  basis  of  comparison  than  earnings.  Such  figures  are  avail- 
able only  for  the  railroads.  In  the  case  of  street  railways  and  of 
some  motor-bus  lines  operation  is  in  a  flat-fare  basis;  that  is,  a 
passenger  pays  his  fare  and  rides  as  far  as  he  wants  and  no  record 
is  kept  of  distance  traveled.  It  would  be  possible,  however,  for 
interurban  electric  and  bus  lines  that  make  distance  traveled  a  part 
of  the  basis  for  charge  to  arrive  at  the  tax  per  passenger-mile.  In 
any  case,  the  tax  per  seat-mile  might  be  ascertained.  If  it  be  de- 
sired to  compare  the  actual  burden  of  taxes  upon  different  types  of 
carriers,  some  such  basis  would  be  better  than  the  percentage  of 
earnings  which  goes  for  taxes. 

The  problem  involved  in  taxing  motor  transportation  is  not  to 
work  out  a  plan  such  that  the  tax  burden  upon  it  will  be  the  same 
as  upon  competing  carriers.  If  bus  and  truck  transportation  be 
considered  convenient  and/or  necessary  to  the  public  welfare,  it  may 
be  good  public  policy  to  foster  it.  It  is  conceivable  that  we  might 
even  go  so  far  as  to  tax  already  existing  forms  of  carriers  out  of 
existence,  if  they  be  deemed  detrimental  to  the  public  if  left  along- 
side the  new  development  in  transportation.  Before  the  advent  of 
the  national  banking  system  state  bank  notes  supplied  a  large  part 
of  our  currency.  After  the  national  banking  act,  which  provided 
for  national  bank  notes,  state  bank  notes  were  considered  harmful 
and  a  tax  of  10  per  cent  was  levied  upon  them,  not  for  the  purpose 
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of  getting  revenue,  but  to  put  them  out  of  circulation.  The  real 
question  with  motor  trucks  and  buses  is,  are  they  convenient  and/or 
necessary  to  the  public?  Are  they  rendering  a  necessary  and/or 
convenient  service  not  already  provided,  or  that  cannot  be  ade- 
quately provided  by  existing  systems  ? 

An  answer  to  these  questions  may  partially  be  found  in  the  type 
of  service  rendered  and  in  the  cost  of  this  service.  The  expansion 
of  the  railway  systems  did  much  towards  linking  together  different 
parts  of  the  country;  yet  there  were  vast  areas  remote  from  the 
services  of  a  railway.  The  development  of  the  electric  railway  to 
some  extent  pushed  transportation  facilities  to  the  regions  not  ade- 
quately served  by  the  railways.  Yet  these  units  were  comparatively 
large  and  absolutely  inflexible.  They  could  not  be  changed  to  meet 
a  varying  need.  Motor  vehicles  have  supplied  this  flexible  trans- 
portation, and  have  enabled  it  to  be  extended  into  communities 
which  have  not  been  economically  able  to  support  railroad  facilities. 
Undoubtedly  this  must  be  a  factor  in  fostering  the  fullest  economic 
development  of  the  country. 

In  states  where  investigations  have  been  made,  it  is  found  that 
nearly  one-third  of  the  bus  service  is  entirely  non-competitive  with 
railroads  and  that  almost  one-third  is  only  indirectly  competitive. 
Thus  one  phase  of  motor-bus  service  is  that  it  is  performing  a 
function  which  existing  facilities  did  not  supply.  The  public,  more- 
over, has  accepted  the  convenience  of  the  motor  bus.  The  fre- 
quency of  the  service,  the  flexibility  of  places  where  passengers 
will  be  taken  and  discharged,  the  establishment  of  terminals  at 
hotels  and  in  business  districts,  the  speed  and  comfort,  have  all  had 
an  appeal  to  public  convenience  if  not  to  necessity.  The  recent 
tendency  of  different  bus  companies  operating  from  a  large  city  to 
establish  a  central  terminal  has  increased  their  ability  to  serve  the 
public.  Another  development  which  is  making  for  better  and  more 
reliable  service  is  the  recent  tendency  towards  consolidation  of  bus 
lines.  This  means  more  efficient  organizations,  better  equipment, 
reduction  in  overhead  costs,  elimination  of  duplication  of  service, 
better  operators,  and  a  greater  reliability  of  the  owners. 

The  service  of  motor  trucks  is  much  less  definitely  organized  than 
is  that  of  the  motor  bus.  Many,  of  course,  are  operated  by  the 
owners,  such  as  by  farmers,  merchants,  and  manufacturers,  and  do 
not  make  up  a  part  of  the  trucks  engaged  in  commercial  trans- 
portation. They  correspond  to  the  owner-operated  automobile  in 
carrying  passengers.  While  most  buses  operate  over  definite  lines, 
this  is  not  true  of  trucks  operating  for  hire.  While  there  are  some 
operators  of  trucks  over  regular  lines,  for  the  purpose  of  serving 
any  one,  the  most  are  contract  carriers,  that  is,  they  haul  for  one 
person  today  another  tomorrow,  from  and  to  wherever  it  may  be 
designated. 
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It  has  already  been  noted  that  the  bulk  of  truck  service  is  of  the 
short-haul  type,  and  that  this  was  l)eneficial  to  the  public  in  that 
shipments  are  much  more  prompt  than  if  made  by  railroad,  and  with 
much  less  handling.  The  flexibility  of  truck  transportation  allows 
the  goods  to  be  loaded  at  the  door  of  the  factory  or  jobber  and  de- 
livered to  the  door  of  the  merchant  in  a  few  hours'  time.  Certain 
types  of  haul,  such  as  road-building  material  and  material  for  other 
construction,  are  such  as  could  not  be  supplied  by  the  railroads. 

The  public  convenience  of  truck  transportation  is  indicated  by 
the  class  of  merchandise  handled.  The  time  element  is  important 
in  getting  perishable  commodities  from  the  producer  to  the  con- 
sumer, and  in  handling  such  commodities  the  truck  has  proved  a 
public  asset.  In  1924  the  Department  of  Agriculture,  for  example, 
found  that  98  per  cent  of  the  milk  of  Minneapolis  and  St.  Paul 
came  into  these  cities  by  truck.  The  percentage  in  other  cities  was, 
Milkaukee,  98;  Cincinnati,  97;  Indianapolis,  96;  Detroit,  89.  In  a 
survey  made  by  the  Bureau  of  Public  Roads  for  the  state  of  Ohio 
in  1927  the  type  of  freight  carried  by  hired  trucks  is  shown  in  the 
following  table :  ^ 


Commodity 


Household  goods 

Cans,  empty  milk 

Milk 

General  Freight 

Clay,  gravel,  sand,  stone  

Coal 

General  express 

Groceries 

Miscellaneous 

Total 


Percentage 
of  total  number 
of  hired  trucks 


II.O 

10.5 
10.2 
8.2 
8.0 
7.8 
5.0 

47 
34-6 


1 00.0 


Average 
cargo  in 
pounds 


3.690 
1.790 
5.060 
5.010 
7.180 
4.440 
7.900 
5-930 
5.400 


Average.  4.370 


Because  of  time  which  can  be  saved  and  the  relief  which  can  be 
given  in  the  short-haul  transportation  of  freight,  and  because  of  the 
type  of  commodity  which  is  entering  most  extensively  into  truck 
freightage,  there  is  no  doubt  but  that  the  motor  truck  is  performing 
a  recognized  public  convenience. 

An  important  factor  of  bus  and  truck  service,  even  though  it  may 
be  convenient,  is  its  cost.  Unfortunately,  many  motor  transporters 
have  only  recently  entered  the  field  and  have  paid  little  attention  to 
accounts,  while  some  who  make  an  attempt  at  accounts  have  had 
too  little  experience  to  make  proper  allowance  for  depreciation.     It 


3  Report  of  Bureau  of  Public  Roads  in  Ohio,  p.  54. 
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is  possible  and  altogether  probable  that  the  costs  are  greater  than 
they  will  be  when  more  efficiency  is  developed  and  less  duplication 
of  service  is  found.  As  indicated  above,  more  progress  has  been 
made  in  the  case  of  bus  transportation  than  in  the  case  of  trucks. 
Some  comparison  of  operating  costs  have  been  made  by  railroad 
companies  operating  bus  service.  The  following  quotation  from 
Railzmy  Age  gives  one  such  comparison.'* 

•'  The  Boston  and  Maine  has  analyzed  the  cost  of  operation 
of  its  steam  passenger  trains,  its  gasoline  rail  cars,  and  its  rnotor 
buses  with  interesting  results.  It  places  the  cost  of  operating  a 
steam  passenger  train,  without  any  charge  for  roadway  or  rail 
maintenance,  at  $1,589  per  mile.  The  cost  of  operating  gaso- 
line rail  cars  on  the  same  basis  is  $0.72  per  mile,  and  the  oper- 
ating cost  of  Boston  and  Maine  motor  buses  is  $0,289  a  mile. 
Thus  the  Boston  and  Maine  finds  it  can  operate  five  motor 
buses  for  the  cost  of  operating  one  steam  passenger  train  and 
approximately  2^  motor  buses  for  the  cost  of  operating  a 
gasoline  rail  car.  The  most  striking  differences  in  the  cost  of 
train  and  bus  operations  are  in  the  wages,  fuel,  repairs,  and 
tax  items.  The  wage  cost  per  mile  of  train  operation  on  the 
B.  &  M.  is  38.7  cents,  while  the  wage  cost  per  bus  mile  is  only 
4.574  cents.  The  fuel  cost  of  train  operation  is  23.7  cents  per 
mile,  and  of  bus  operation  only  3.343  cents  per  mile.  The 
repair  cost  per  train-mile  of  58.8  cents  compares  with  a  repair 
cost  per  bus-mile  of  5.359  cents,  while  taxes  and  fees  per  train- 
mile  of  12.6  cents  contrasts  with  taxes  and  fees  per  bus-mile 
of  1.265  cents.  Being  one  of  the  largest  operators  of  buses  and 
gasoline  rail  cars  and  serving  a  region  of  great  traffic  density, 
the  Boston  and  Maine  is  in  an  unusually  favorable  position  to 
analyze  the  cost  of  these  various  services.  Additional  signifi- 
cant cost  analyses  may  be  expected  from  other  railways  as  their 
tests  of  the  rail  car  and  the  motor  bus  continue.  Only  through 
such  tests  can  sound  judgment  be  rendered  as  to  the  specific 
places  on  a  railway  where  the  steam  passenger  train,  the  gaso- 
line rail  car,  and  the  motor  bus,  respectively,  offer  the  logical 
agency  to  be  used. 


Wages 

Fuel 

Repairs 

Miscellaneous 

Depreciation,  Insurance,  interest. 

Taxes  and  fees 

Total 


Steam 


38.7 
23.7 
50.8 
16.6 
16.5 
12.6 


158.9 


Rail  motor  car 

Bus 

23.40 

4-574 

10.77 

3-343 

8.33 

5-359 

1. 17 

7.171 

15.88 

7-243 

12.60 

1.256 

72.15 

28.955      " 

*  Raihvay  Age,  September  24,  1927. 
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It  appears  that  we  must  recognize  commercial  motor  transporta- 
tion as  convenient  to  the  general  public,  if  indeed  not  necessary  to 
its  greatest  economic  development.  The  problem  before  us  is,  in 
reality,  what  relationship  shall  be  established  between  this  form  of 
transportation  and  the  public?  Some  of  the  questions  which  may 
be  raised  are :  Do  we  consider  motor  tarnsportation  as  capable  of 
taking  over  the  services  now  being  furnished  by  the  railroads  and 
that  it  is  not  to  the  interest  of  the  public  to  safeguard  such  services 
for  the  future?  Do  we  consider  the  service  of  motor  transportation 
so  much  of  a  public  asset  that  we  want  to  foster  its  development 
with  its  making  no  return  to  the  public?  Can  we  secure  fair  rela- 
tions between  motor  transportation  and  other  carriers  and  between 
motor  transporters  and  the  public  through  a  method  of  fees  and 
taxation?    Is  some  form  of  regulation  desirable  and  necessary? 

The  first  two  of  these  questions  can  be  dismissed  without  discus- 
sion. No  one  has  contended  that  we  can  dispense  with  the  services 
of  the  railroads,  or  that  there  is  really  any  danger  of  motor  trans- 
portation displacing  such  service  to  any  great  extent.  There  may 
be  a  place  for  some  attempt  at  safeguarding  railway  services,  how- 
ever. Neither  has  there  been  any  serious  contention  that  the  oper- 
ators of  motor  transportation  should  not  make  some  return  to  the 
public.  The  real  question  has  been,  how  much  of  a  return  shall  we 
exact,  what  is  the  most  equitable  method  of  making  the  exaction, 
and  what  difference  shall  be  made  between  private  motor  operators 
and  commercial  operators  ? 

The  practice  of  requiring  public  utility  operators  to  make  pay- 
ment for  the  use  of  public  property  is  not  new.  For  the  privilege 
of  using  city  streets,  electric  railways  are  usually  required  to  con- 
struct and  maintain  the  paving  between  the  tracks  and  for  some 
distance  on  each  side.  Frequently,  also,  they  are  required  to  clean 
the  streets,  remove  the  snow,  and  furnish  light.  Telephone  com- 
panies, heating  companies  and  water  companies  generally  must  make 
some  payment  for  the  privilege  of  using  public  property.  The 
special  franchise  in  New  York  is  an  example  of  the  generalization 
of  the  principle  of  making  public  utilities  pay  for  the  use  of  public 
property.  In  none  of  these  cases  has  there  been  any  attempt  to 
base  the  charge  upon  the  additional  cost  to  the  public  from  such  use 
of  the  public  property. 

There  is  no  doubt  that  the  use  of  the  highways  by  buses  and 
trucks  is  comparable  to  the  uses  of  public  property  by  the  other 
types  of  utilities,  and  on  this  basis  it  seems  perfectly  proper  to 
exact  some  payment.  The  highways  have  been  constructed  pri- 
marily for  the  public,  but  serve  in  a  special  way  the  motoring  pub- 
lic, and  those  using  them  for  commercial  transportation.  Shall  the 
motoring  public  make  any  special  payment,  and  shall  the  commer- 
cial user  make  any  payment  in  addition  to  that  made  by  general 
motorists  ? 


I 
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American  practice  has  been  to  undertake  many  services  for  the 
general  welfare,  yet,  when  individuals  secure  some  measurable 
benefit  therefrom,  to  exact  a  charge.  This  charge  has  but  seldom 
been  based  upon  the  cost  of  the  service,  and  usually  has  not  varied 
with  the  value  of  the  individual  benefit.  In  paving  streets  and 
building  sidewalks,  the  cost  of  the  project  is  the  controlling  factor 
in  fixing  the  amount  of  the  payment,  but  in  the  exaction  of  the 
great  number  of  fees  and  licenses,  cost  is  a  minor  role.  In  most 
cases,  to  measure  the  individual  benefit  in  each  case  would  be  im- 
possible, so  the  plan  pursued,  where  any  payment  is  required,  is  to 
fix  a  flat  feet  or  license  charge.  If  the  service  is  worth  as  much 
or  more  than  this  to  the  individual,  he  makes  the  payment;  if  not 
worth  as  much  as  this,  he  goes  without  the  service. 

Undoubtedly  motor  operators  can  be,  and,  to  a  great  extent,  have 
been  treated  on  this  basis.  The  annual  license  fee  has  been  little 
affected  by  attempts  to  measure  individual  benefits.  Some  attention 
has  been  given  to  costs,  both  in  toto  and  to  what  might  be  allocated 
to  particular  vehicles.  In  some  states  the  fees  have  been  fixed  so 
as  to  secure  a  definite  percentage  of  costs  while  the  variation  on  the 
basis  of  horsepower,  weight,  and  type  of  tire  takes  into  considera- 
tion the  cost  of  construction  and  maintenance  of  the  highway  caused 
by  vehicles  of  different  types.  The  use  of  the  gasoline  tax  not  only 
fits  into  this  plan,  since  the  heavier  vehicles  consume  more  gaso- 
line, but  also  rather  accurately  exacts  a  payment  on  the  basis  of 
benefits  received  from  the  use  of  the  highway.  Other  things  being 
equal,  the  more  miles  traversed  the  greater  the  benefits,  the  more 
gasoline  consumed,  and  the  greater  the  payment.  Both  the  use  of 
a  license  payment  and  a  gasoline  tax  fit  well  into  the  plan  of  exact- 
ing payment  for  the  special  benefit  derived  by  the  motorist  from  the 
highway. 

Under  this  theory  of  payment,  the  question  naturally  arises  as  to 
exactions  to  be  made  from  motor  buses  and  trucks.  Since  such 
operations  are  undertaken  for  private  gain,  it  seems  only  reasonable 
that  any  additional  highway  costs  attributable  to  these  vehicles 
should  be  met  by  them.  If  a  bus  or  truck  causes  no  more  wear  and 
tear  on  the  road  than  a  passenger  automobile,  then  the  payment 
made  by  the  passenger  car  should  suffice  for  the  other  vehicles. 
The  factors  most  closely  associated  with  road  depreciation  are 
weight,  speed,  and  type  of  tire.  A  small  percentage  of  the  trucks 
are  heavier  than  the  larger  passenger  cars,  and  if  the  highways  are 
to  stand,  they  must  be  constructed  for  this  heavy  traffic.  In  view 
of  this  special  service,  if  the  roads  are  so  constructed,  or  the  in- 
creased maintenance  cost  met,  directly  attributed  to  heavy  traffic,  it 
seems  that  weight  may  reasonably  be  considered  as  an  element  in 
fixing  the  amount  of  payment.  A  gasoline  tax,  of  course,  falls  more 
heavily  upon  the  heavier  vehicle,  but  whether  sufficiently  so  to  make 
proper  payment  is  a  question. 
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Aside  from  the  cost  of  construction  and  maintenance  there  is  the 
additional  cost  arising  from  congestion  because  of  the  use  of  the 
highways  by  the  bus  and  truck.  Frequently  there  is  a  loss  in  time 
to  the  general  motorist  caused  by  trafiic  jams  from  truck  trafiic. 
Undoubtedly  some  of  the  agitation  for  wider  pavements,  especially 
near  cities,  has  been  because  of  the  congestion  caused  by  trucks 
and  buses.  Some  estimate  of  such  costs  might  be  gained  by  a  study 
of  traffic  statistics. 

The  difficulty  of  allocating  costs  of  construction  and  mainten- 
ance ;  the  impossibility  of  measuring  benefits  by  payments ;  the  gen- 
eral refusal  to  use  such  a  plan  even  if  it  could  be  measured;  the 
great  diversity  of  payments  exacted  at  present;  such  considerations 
lead  us  to  inquire  if  there  may  not  be  some  better  plan  of  taxing 
motor  transportation  in  general,  and  of  commercial  motor  transpor- 
tation in  particular.  The  Motor  Conference  Committee,  after  a 
careful  consideration  of  the  subject,  gave  a  statement  of  principles, 
some  of  which  may  be  taken  as  a  basis  for  discussion.  The  state- 
ment of  the  Committee  is : 

"  1.  The  state  should  be  the  sole  special  taxing  agency — 
Federal,  County  and  Municipal  Governments  should  be  ex- 
cluded from  the  field. 

2.  The  motor-vehicle  tax  should  be  simple  in  form  and  dis- 
tributed in  equitable  and  just  proportion  between  the  different 
types  of  motor  vehicles. 

3.  No  highway  should  be  improved  by  expenditure  of  public 
funds  in  excess  of  its  earning  capacity.  The  return  to  the 
public  in  the  form  of  economic  transportation  is  the  sole  meas- 
tise  of  the  justification  for  the  degree  of  improvement. 

4.  All  money  raised  by  such  special  taxes  should  be  placed 
in  the  State  Motor  Vehicle  Highway  Fund,  and  to  secure  the 
best  results  should  be  expended  under  the  direction  of  the  State 
Highway  Department. 

5.  The  cost  of  building  and  maintaining  adequate  systems  of 
highways  should  be  distributed  in  an  equitable  relation  to  the 
benefits  derived.     These  may  be  summarized  as  follows : 

(a)  Benefits  to  society  in  general,  such  as  influence  on 
education,  recreation,  health,  fire  prevention,  police  protec- 
tion, the  national  defense,  the  postal  service,  living  and 
distribution  costs. 

(b)  Benefits  to  definite  groups,  such  as  agriculture, 
manufacture,  labor,  railroads,  mining,  forestry  and  water- 
ways. 

(c)  Benefits  to  property  served. 

(d)  Benefits  to  the  road  user. 

6.  For  the  purpose  of  apportioning  costs  in  relation  to  bene- 
.   fits  received,   all   highways  may  be  divided   into  two  classes : 

first,  those  used  by  the  general  motoring  public,  and  second, 
those  which  perform  a  purely  local  service  function. 
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7.  Special  motor-vehicle  taxes  should  be  levied  and  used  only 
for  the  improvement  and  maintenance  of  highways  used  by  the 
general  public,  i.  e.,  for  general  highway  traffic  flow  lines. 

8.  The  wide  variance  in  calculations,  tax  burdens,  number  of 
motor  vehicles  in  use  and  the  status  of  highway  development 
in  the  several  states  prevent  the  adoption  of  any  fixed  formula 
as  to  the  proportion  of  the  total  costs  of  highways  of  general 
use  which  should  be  paid  for  from  motor  vehicles  funds.  Gen- 
erally speaking,  however,  these  principles  may  be  set  forth : 

(a)  In  states  where  the  income  from  motor  vehicles  is 
insufficient  to  meet  all  of  the  maintenance  costs  of  high- 
ways of  general  motor  use  without  undue  burden  to  the 
individual  motorist,  such  funds  should  be  applied  first  to 
the  maintenance  of  interstate  and  state  highway  systems. 

(b)  In  states  where  the  income  from  motor  vehicles  is 
sufficient  to  meet  all  of  the  maintenance  costs  of  highways 
of  general  motor  use  without  undue  burden  to  the  indi- 
vidual motorist,  any  surplus  should  be  used  for  this  class 
of  highway  reconstruction  and  administration  costs. 

(c)  In  states  where  the  number  of  motor  vehicles  will 
bring  in  large  sums  in  excess  of  maintenance  without 
placing  undue  burden  upon  the  individual  motorist,  such 
surplus  should  be  used  to  defray  all  the  costs  of  mainten- 
ance and  a  substantial  share  of  all  of  the  other  costs  of 
highways  of  general  motor  use. 

(d)  In  those  states  where  the  motor-vehicle  income  is 
more  than  sufficient  to  meet  maintenance  costs  of  highways 
of  general  motor  use  without  undue  burden  to  the  indi- 
vidual motorist,  it  may  be  found  advisable  to  use  such 
surplus  for  the  purpose  of  defraying  all  or  part  of  the 
costs  of  bond  issues  to  expedite  construction  of  economi- 
cally desirable  motor  highways. 

9.  Roads  of  a  purely  local  interest,  serving  only  local  needs, 
should  be  financed  out  of  local  revenues  obtained  from  local 
general  taxes.  Special  assessments  on  adjoining  land  to  defray 
a  portion  of  the  costs  of  such  roads  may  be  justified. 

10.  Where  extraordinary  improvements  are  undertaken  in 
the  vicinity  of  or  serving  congested  areas  of  population  the  in- 
crement, if  any,  in  property  valuation  following  the  improve- 
ment should  be  drawn  upon  to  defray  an  equitable  portion  of 
the  cost. 

11.  Irrespective  of  the  particular  form  of  special  tax  of  the 
motor  vehicle,  whether  registration  fees  or  motor-fuel  taxes, 
the  aggregate  amount  of  these  taxes  in  any  one  year  should 
not  be  so  great  as  to  impose  an  undue  burden  on  the  individual 
motorist." 

With  all  of  these  principles  we  are  not  concerned,  nor  do  we 
quote  them  because  we  are  willing  to  defend  them.  Propositions  3 
and  11,  however,  may  be  made  the  basis  for  a  suggested  plan  of 
taxing  motor  transportation  in  general  and  commercial  motor  trans- 
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portation  in  particular.  The  import  of  number  3  is  that  public  wel- 
fare shall  be  the  determining  factor  in  highway  construction  and 
maintenance,  and  not  the  convenience  of  any  individual.  Under 
this  premise,  the  construction  of  highways  will  be  undertaken 
whether  much  or  little  revenue  is  secured  from  the  motorist,  for  it 
is  perfectly  proper  to  undertake  any  service  for  the  public  welfare 
and  make  payment  therefore  from  the  general  fund.  The  purport 
of  proposition  11  is  that  the  tax  on  motor  transportation  of  what- 
ever nature  shall  not  be  so  great  as  to  impose  an  undue  burden 
upon  the  individual  motorist.  Combining  these  two  propositions, 
we  arrive  at  the  conclusion  that  highways  may  be  properly  main- 
tained as  long  as  they  are  for  the  public  good,  and  that  the  revenue 
therefore  should  come  from  those  sources  which  are  most  able  to 
bear  the  burden. 

Obviously,  the  ability  of  motor  transportation  in  some  states  is 
much  more  able  to  meet  the  entire  costs  than  it  is  in  others.  It  is 
also  obvious,  judging  from  the  charges  now  made  upon  motor  trans- 
portation in  the  different  states,  that  there  is  a  wide  variation  in 
the  burden  placed  upon  the  motorist.  In  some  states,  undoubtedly, 
motor  transportation  is  able  to  meet  more  than  the  total  outlay  for 
highways  while  in  others  it  cannot  possibly  do  it.  In  the  one  case, 
after  costs  of  highways  are  met,  there  will  be  something  to  go  into 
the  general  fund  of  the  state,  to  be  used  for  education,  or  something 
else,  because  motor  transportation  is  more  able  to  meet  this  cost 
than  is  property,  or  some  other  tax  base.  In  other  states  something 
must  be  taken  from  the  general  fund  to  finance  the  highways,  be- 
cause property,  or  some  other  base,  is  better  able  to  do  this  than 
motor  transportation.  The  point  is,  that  the  highways  are  under- 
taken for  the  public  welfare  and  that  payment  should  be  made  from 
the  sources  best  able  to  make  it.  This  does  not  preclude  the  con- 
struction of  other  highways,  but  their  cost  would  have  to  be  met  by 
the  individuals  or  districts  receiving  the  benefits. 

The  remaining  problem,  of  course,  is  to  decide  to  what  extent 
motor  transportation  is  able  to  pay  taxes.  Granted,  that  any  meas- 
ure hit  upon  might  change  from  time  to  time  and  from  place  to 
place,  certainly  no  one  would  contend  that  the  present  diversity  of 
levy  in  the  different  states  follows  any  attempt  to  arrive  at  capacity 
to  pay.  Neither  would  anyone  contend  that  some  form  of  license 
should  not  be  continued  since  it  is  of  paramount  importance  that  an 
accurate  record  of  motor-car  registration  be  kept,  and  the  license 
charge  should  at  least  cover  the  cost  for  such  registration.  From 
the  standpoint  of  the  individual,  as  a  motorist,  there  is  no  better 
way  to  measure  his  ability  to  contribute  than  through  the  amount 
of  gasoline  consumed,  while  this  is  also  a  fairly  accurate  measure 
of  the  benefit  of  the  highway  to  the  user.  To  just  what  extent  the 
industry  will  be  able  to  be  taxed  will  depend  upon  how  large  the 
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levy  can  be  made  without  curtailing  the  sort  of  public  welfare  for 
which  the  highway  was  constructed.  On  this  basis  the  cents-per- 
gallon  tax  might  not  be  uniform  from  state  to  state,  but  it  would 
certainly  be  more  uniform  than  it  is  at  present. 

The  problem  remains  to  fit  commercial  motor  transportation  into 
this  plan  of  taxation.  So  far  as  it  is  a  transporting  agency  using 
the  highway,  it  may  be  treated  as  any  other  highway  usage.  If  it 
be  decided  to  exact  a  higher  fee  for  a  heavy  truck  operated  by  an 
individual  in  his  business,  the  same  treatment  should  be  extended 
to  similar  trucks  operated  for  commercial  purposes.  Just  as  they 
should  be  treated  the  same  as  an  agent  of  transport,  so  they  should 
have  similar  treatment  as  an  earning  agent.  The  fleets  of  trucks 
owned  and  operated  by  business  concerns  are  partially  responsible 
for  the  earnings,  a  base  for  taxes,  which  may  go  into  an  enlarged 
plant,  a  further  base  for  taxes.  Instead  of  operating  his  own  trucks, 
a  business  man  may  choose  to  hire  some  one  else  to  haul  his  goods. 
Here  the  transportation  becomes  commercial,  but  the  income  pro- 
duced to  the  owner  has  no  immunity  from  being  a  tax  base  any 
more  than  had  the  income  produced  in  any  other  form  of  business 
enterprise.  The  problem  of  taxation  as  it  applies  to  commercial 
motor  transportation,  in  addition  to  motor  transportation  in  general, 
is  but  that  of  taxation  of  a  productive  business. 

It  will  be  difficult,  if  not  impossible,  to  have  a  general  agreement 
as  to  what  tax  burden  motor  transportation  is  able  to  bear  without 
unduly  crippling  it.  In  1928  the  total  tax  burden  upon  motor  trans- 
portation was  in  excess  of  $760,000,000.  The  only  question  with 
which  we  are  concerned  is  whether  the  amount  paid  by  commercial 
transports,  uniform  as  it  is,  has  been  such  as  to  be  an  unreasonable 
hindrance  to  development.  If  the  growth  of  bus  and  truck  opera- 
tion indicates  anything,  it  is  that  the  present  load  of  taxation  has 
not  had  an  undue  deterrent  effect.  In  1924  there  were  but  9,675 
bus-operating  companies;  in  1927  there  were  26,611.  In  1924  there 
were  but  52,925  buses  in  operation;  in  1927,  85,563.  In  1924  there 
were  200,378  miles  of  bus  route  operated;  in  1927,  635,609.  In  1924 
there  were  1,500,000  passengers  carried  by  bus;  in  1927,  2,525,000. 
In  1924  there  were  2,134,724  motor  trucks  registered;  in  1927, 
2,985,000.^  It  is  estimated  that  the  average  tax  per  bus  is  over 
$500,  while  the  average  payment  by  motor  trucks  is  about  $300. 

This  procedure  might  solve  the  problem  of  taxation,  but  it  cannot 
solve  the  problem  of  public  relationship,  which,  after  all,  is  the  vital 
problem  of  commercial  motor  transportation.  As  in  the  case  of  the 
railways  and  other  utilities,  the  only  method  by  which  the  interests 
of  the  public  can  be  conserved  is  through  some  form  of  regulation. 
This,  indeed,  is  at  present  receiving  considerable  attention.     When 

^  Bus  Facts  for  1928,  p.  7. 
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a  satisfactory  system  of  regulation  is  established,  then  the  problem 
of  taxation  takes  an  entirely  different  aspect,  just  as  it  has  assumed 
a  different  aspect  in  relation  to  other  types  of  utilities  since  their 
regulation  than  it  did  before. 

Regulation  of  commercial  motor  transportation  must  not  be 
thought  of  as  an  innovation.  Already  some  forty-three  states  and 
the  District  of  Columbia  impose  some  form  of  regulation  upon  the 
transportation  of  passengers,  and  thirty-three  states  and  the  District 
of  Columbia  place  regulations  upon  the  transportation  of  property 
by  motor  trucks.  This  regulation  is  far  from  uniform,  especially 
in  the  application  of  the  regulatory  laws.  The  extent  to  which  it 
has  been  developed  may  be  seen  from  the  provisions  of  the  Minne- 
sota law  which  gives  the  Railroad  and  Warehouse  Commission 
power  to  control  both  passenger  and  property  carriers.  It  may  fix 
rates  and  classify  services;  it  may  regulate  accounts,  service,  and 
require  pfoper  safety  appliances  and  waiting  rooms  as  well  as  the 
filing  of  schedules  and  tariffs.  It  has  supervision  over  all  matters 
affecting  relationships  between  shippers  and  carriers. 

In  considering  the  regulation  of  commercial  motor  transportation 
it  must  be  borne  in  mind  that  the  highways  belong  to  the  public 
and  are  primarily  for  the  use  of  the  public.  Any  use  made  of  them 
by  buses  and  trucks  for  private  gain  is  an  unusual  use  and  the 
public,  through  its  duly  constituted  authorities,  has  a  right  to  con- 
dition such  use  in  any  manner  it  may  see  fit,  even  to  prohibition. 
The  aim  sought  is  public  welfare,  and  whenever  it  can  be  shown 
that  there  is  a  conflict  between  private  interest  and  public  interest, 
the  former  must  give  way  to  the  latter. 

To  determine  what  is  the  public  interest  is  not  always  easy.  It 
is  difficult  to  say  whether  a  bus  line  shall  be  allowed  to  supersede  an 
electric  line  in  a  region  where  traffic  is  not  dense  enough  to  support 
both.  It  may  be  to  the  public  interest  not  to  allow  a  bus  or  truck 
line  to  operate  if  by  so  doing  it  will  destroy  an  already  existing 
transportation  system,  the  services  of  which  are  convenient  and/or 
necessary,  and  which  services  the  new  form  of  transportation  can- 
not give,  or  if  it  can  give  them,  it  cannot  be  reasonably  expected  to 
continue  to  give  them.  It  is  only  through  some  form  of  regulation 
of  motor  transportation  that  the  public  can  conserve  the  interest  it 
has  in  already  existing  systems  of  transportation.  In  many  cases 
it  may  be  desirable  to  have  electric  or  steam  service  supplemented 
by  motor  service.  It  may  be  desirable  to  require  or  to  allow  the 
existing  systems  to  provide  such  service  without  competition  from 
independent  operators.  The  saving  in  costs  from  duplication  of 
barns,  mechanics,  and  overhead  may  make  it  possible  for  the  exist- 
ing system  to  furnish  the  service  at  a  more  reasonable  rate  than  if 
performed  b)^  an  independent  competing  organization.  This  prob- 
lem was  raised  and  answered  by  the  Supreme  Court  of  Illinois  in 
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Egyptian  Transportation  System  v.  Louisville  and  N.  R.  Co.,  in 
which  it  set  aside  an  order  of  the  Illinois  Commerce  Commission 
which  had  granted  a  certificate  for  bus  operation.    The  Court  said : 

"  Railroads  have  permanent  roadbeds  and  trackage  which  re- 
quire an  outlay  of  millions  of  dollars  and  which  in  turn  yield 
large  revenue  to  the  people  of  the  State.  The  average  bus  line 
is  incorporated  for  a  comparatively  small  sum.  The  railroad 
is  of  vastly  greater  financial  responsibility.  This  is  a  matter 
of  substantial  public  interest,  particularly  in  cases  of  accident. 
It  is  the  established  policy  of  the  law  in  this  State  that  a  public 
utility  be  allowed  to  earn  a  fair  return  on  its  investments.  It 
is  therefore  not  only  unjust  but  poor  economy  to  grant  to  a 
much  less  responsible  utility  company  the  right  to  compete  for 
the  business  of  carrying  passengers  by  paralleling  its  line  un- 
less it  appears  that  the  necessary  service  can  not  be  furnished 
by  such  railroad.  Appellants  offer  to  provide  whatever  increase 
in  accommodations  and  service  is  deemed  essential  to  meet  the 
public  convenience  and  necessity.  It  is  but  consonant  with  our 
law  regulating  public  utilities  that  they  be  given  an  opportunity 
to  do  so.  It  is  argued  that  appellants  can  not  give  the  neces- 
sary service  except  at  a  large  loss.  Such  argument  is  beside 
the  question  involved  in  the  proceedings  before  the  commission 
in  this  case.  Appellants  have  stated  that  they  are  willing  and 
able  to  give  such  service,  and  it  appears  clear  that  the  commis- 
sion is  not  justified  in  granting  a  certificate  of  convenience  and 
necessity  to  a  competing  line  until  the  utilitv  in  the  field  has 
had  an  opportunity  to  demonstrate  the  truth  of  its  statement 
and  to  give  the  required  service." 

The  indications  are  that  many  steam  and  electric  roads  have 
found  the  operation  of  motor  vehicles  not  undesirable.  In  1927 
there  were  272  electric  railways  and  subsidiaries  operating  some 
8500  buses  and  67  steam  roads  and  subsidiaries  operating  about 
1000  buses.  The  total  number  of  passengers  carried  by  these  was 
over  1,100,000,000.  Some  75  railroads  are  using  trucks  in  terminal 
operations,  to  furnish  store-door  delivery,  and  to  replace  local 
freight  trains.  The  possibility  of  the  development  of  motor  trans- 
portation to  relieve  the  present  terminal  congestion  in  our  railroads 
is  encouraging.  The  inefficiency  and  delay  in  much  of  our  freight 
transportation  can  be  traced  to  terminal  congestion,  and  the  supple- 
menting of  the  rail  service  with  that  of  the  motor  truck  in  terminal 
operations  will  undoubtedly  be  extended,  greatly  to  the  benefit  of 
the  shipping  public. 

In  attempting  to  formulate  principles  underlying  the  regulation 
of  motor  transportation,  certain  difficulties  are  encountered  which 
are  not  found  in  connection  with  other  carriers.  The  use  of  the 
motor  bus  has  so  developed  and  has  become  so  consolidated  that  the 
routes  are  rather  definitely  fixed.     The  majority  of  bus  operations 


202  NATIONAL  TAX  ASSOCIATION 

are  common-carrier  operations  in  the  sense  that  they  operate  over 
regular  routes  with  fixed  termini,  and  at  a  fixed  schedule  of  rates. 
Only  a  few  give  the  contract  type  of  service,  that  is  to  operate  upon 
contract  with  an  individual  to  perform  a  special  service.  With  the 
motor  truck  the  reverse  condition  exists.  There  are  but  few  reg- 
ular lines  operating  for  the  public,  and  in  general  the  business  is 
not  well  organized.  The  greater  part  of  the  trucking  business  is  by 
owners  of  one  or  a  few  trucks  who  contract  to  haul  goods  for  indi- 
viduals but  who  do  not  do  a  common-carrier  business.  It  is  difficult 
to  distinguish  between  these  classes,  at  times,  and  since  the  com- 
petition between  them  is  keen,  to  decide  just  what  recognition  should 
be  given  to  each  type  of  carrier. 

Motor  transportation  by  buses  and  trucks,  and  especially  that  by 
trucks,  is  essentially  local  in  character,  and  from  any  indications  at 
present,  it  will  continue  so  to  be.  Near  state  boundary  lines,  how- 
ever, there  is  considerable  mutual  crossing  of  buses  and  trucks,  and 
this  introduces  the  problem  of  interstate  commerce.  As  this  type 
of  commerce  developed  the  state  regulation  commissions,  with  the 
consent  of  state  courts,  extended  their  jurisdiction  over  these  inter- 
state carriers  even  to  the  extent  of  granting  or  withholding  certifi- 
cates of  public  convenience  and  necessity.  The  position  taken  was 
that  the  traffic  was  essentially  local  and  regulation  had  not  been 
attempted  by  the  federal  government;  that  such  regulation  was  a 
valid  exercise  of  the  police  power;  and  that  the  public  could  best 
be  served  by  thus  protecting  the  roads  from  heavy  vehicles,  by  re- 
lieving congestion  through  the  limitation  of  the  number  of  vehicles, 
and  through  the  persecution  of  cut-throat  competition. 

When  the  problem  of  granting  certificates  of  convenience  and 
necessity  came  before  the  Supreme  Court  it  failed  to  acquiesce  in 
the  views  of  the  commissions  and  lower  courts.  The  first  case  which 
involved  this  point  was  Michigan  Public  Utilities  Commission  v. 
Duke.^  An  individual  contracted  with  manufacturers  to  transport 
automobile  bodies,  which  transportation  was  interstate.  A  Michigan 
law  which  required  a  certificate  of  convenience  and  necessity  of  all 
motor  carriers,  as  well  as  surety  bonds,  and  made  them  all  common 
carriers  subject  to  regulation  by  the  Public  Utilities  Commission. 
An  injunction  was  issued  to  enjoin  the  enforcement  of  the  law,  and 
this  decree  was  affirmed  by  the  Supreme  Court  in  the  following 
language : 

"  It  is  beyond  the  power  of  the  state  by  legislative  fiat  to 
convert  property  used  exclusively  in  the  business  of  private 
carrier  into  a  public  utility  or  to  make  the  owner  a  public  car- 
rier, for  that  would  be  taking  property  for  public  use  without 
just  compensation,  which  no  state  can  do  consistently  with  the 
due-process-of-lavv  clause  of  the  14th  Amendment." 

6266  U.  S.  570. 
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In  the  case  of  Buck  v.  Kuykendall,''  in  discussing  the  certificate 
of  convenience,  Justice  Brandeis  said : 

"  Its  primary  purpose  is  not  regulation  with  a  view  to  safety 
or  to  conservation  of  the  highways,  but  the  prohibition  of  com- 
petition. It  determines  not  the  manner  of  use,  but  the  persons 
by  whom  the  highways  may  be  used.  It  prohibits  such  use  to 
some  persons  while  permitting  it  to  others  for  the  same  pur- 
pose and  in  the  same  manner.  Moreover,  it  determines  whether 
the  prohibition  shall  be  applied  by  resort,  through  state  officials, 
to  a  test  which  is  peculiarly  within  the  province  of  federal 
action — the  existence  of  adequate  facilities  for  conducting  in- 
terstate commerce Such  state  action  is  forbidden  by  the 

Commerce  Clause.  It  also  defeats  the  purpose  of  Congress 
expressed  in  the  legislation  giving  federal  aid  for  the  con- 
struction of  interstate  highways." 

The  attitude  of  the  Court  does  not  preclude  such  state  regulation 
upon  interstate  transportation  as  may  fall  under  the  police  power, 
even  though  it  may  indirectly  affect  interstate  commerce.  Such 
regulation  has  to  do  with  protection  to  the  highway  and  the  public 
rather  than  with  deciding  who  shall  be  granted  permission  to  be- 
come an  operator.  Such  requirements  as  the  following  may  be 
made  by  the  states:  licenses;  liability  bonds;  registration  of  vehicles 
and  drivers;  speed;  number  of  passengers;  gross  weight;  and  type 
of  equipment. 

The  results  of  the  decision  of  the  Supreme  Court  have  been  a 
rapid  extension  of  interstate  carriers,  some  of  them  by  subterfuge 
to  escape  state  restrictions;  an  attempt  to  secure  federal  legislation 
authorizing  regulation  and  an  investigation  and  recommendations 
by  the  Interstate  Commerce  Commission.  As  yet  nothing  tangible 
has  been  accomplished,  although  several  bills  designed  to  meet  the 
problems  were  introduced  in  the  sixty-ninth  Congress. 

It  is  not  the  purpose  of  this  report  to  give  a  critical  analysis  of 
these  bills  nor  to  formulate  in  detail  what  should  be  contained  in 
regulatory  legislation.  Again  let  attention  be  called  to  the  fact  that 
the  issue  paramount  in  importance,  in  either  taxation  or  regulation, 
is  the  public  welfare,  and  whatever  legislation  is  undertaken  must 
be  justified  on  that  basis.  It  may  not  be  out  of  place  to  suggest 
some  things  the  public  has  a  right  to  demand  of  commercial  motor 
carriers  and  that  should  be  taken  into  account  in  the  formulation 
of  any  legislation. 

1.  The  interest  of  the  public  in  existing  steam  and  electric  lines 
should  be  conserved,  and  motor  transportation  coordinated  with 
these  so  as  to  develop  the  most  efficient  and  economical  transporta- 
tion system  possible. 

■!■  266  U.  S.  670. 
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2.  Since  motor  transportation,  even  though  partially  interstate,  is 
essentially  local  and  to  all  present  appearances  will  continue  so  to 
be,  the  Interstate  Commerce  Commission  should  be  burdened  to  the 
least  possible  extent  in  providing  any  needed  regulation.  State 
bodies  already  in  existence  have  demonstrated  their  ability  to  func- 
tion with  practically  no  additional  cost  to  the  public.  The  present 
need,  since  the  Supreme  Court  decisions,  is  to  delegate  to  these 
state  bodies  the  power  to  handle  such  cases  of  interstate  commerce 
as  may  arise.  The  right  of  original  jurisdiction  may  be  left  with 
the  Commission  to  deal  with  interstate  cases,  as  well  as  the  right 
of  appeal  to  it. 

3.  The  assurance  of  the  good  intent  and  financial  responsibility 
of  every  operator.  This  can  be  accomplished  by  requiring  each 
operator  of  a  motor  vehicle  for  hire  to  file  a  surety  bond  at  the  time 
an  application  is  made  for  a  license  to  operate. 

4.  That  all  common  carriers  secure  certificates  of  convenience 
and  necessity.  At  present  this  would  apply  almost  entirely  to  oper- 
ators of  motor-bus  lines  since  very  few  truck  operators  fall  in  the 
common-carrier  class.  Since  there  is  no  monopolistic  tendency 
among  contract  carriers,  the  interest  of  the  public  can  be  adequately 
conserved  by  enforcing  the  assurance  of  good  intent  as  indicated 
above  in  No.  3.  Competition  among  carriers  will  insure  a  reason- 
able charge  for  the  service  rendered.  With  the  common-carrier 
operator,  however,  it  is  only  through  the  use  of  the  certificate  of 
convenience  and  necessity  that  the  public  interest  in  existing  sys- 
tems of  transportation  can  be  conserved,  and  that  it  can  be  assured 
of  adequate  and  continuous  motor  transportation. 

5.  That  rates  of  motor  common-carriers  be  just  and  reasonable 
and  not  preferential.  Accounts  should  be  uniformly  kept  and  sub- 
ject to  the  examination  of  the  regulatory  board. 

6.  The  shipper  should  have  the  privilege  of  filing  complaints  with 
possibility  of  adjustment  through  the  forfeiture  of  the  surety  bond, 
if  necessary. 

Undoubtedly  we  are  at  the  threshold  of  more  extensive  regula- 
tion of  commercial  motor  transportation.  In  the  words  of  Com- 
missioner Woodstock  of  the  Interstate  Commerce  Commission, 
however,  we  should  "  hasten  slowly  "  in  adopting  regulatory  meas- 
ures. It  is  not  to  be  expected  that  the  ultimate  plan  and  policy  can 
be  inaugurated  in  the  beginning.  The  extent  and  form  of  regula- 
tion can  only  be  determined  by  experience  and  as  the  development 
of  commercial  motor  transportation  indicates  to  what  extent  regu- 
lation is  needed  to  conserve  the  interest  of  the  public. 

The  problem  of  taxation  is  inseparably  linked  with  that  of  reg- 
ulation. With  effective  regulation  of  rates  and  services,  with  the 
determination   of   the   extent   to    which   motor   transportation    is   a 
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public  asset,  and  with  rates  allowed  to  produce  a  fair  return,  then 
the  problem  of  taxing  commercial  motor  transportation  becomes  but 
a  part  of  the  problem  of  taxation  in  general.  It  is  the  problem  of 
deciding  how  large  a  tax  burden  the  industry  can  bear  without- 
curtailing  the  services  which  are  necessary  and/or  convenient  to 
the  public. 

C.  B.  Baldwin 

Virgil  Gibbs 

Frank  R.  Hunt 

Arthur  Samish 

S.  F.  Wetzler 

M.  H.  Hunter,  Chairman 

Chairman  Vaughan  :  I  want  to  thank  Professor  Hunter  for 
his  report,  and  as  it  is  one  of  the  official  reports,  it  will  be  referred 
to  the  Resolutions  Committee. 

I  want  to  announce  further  in  regard  to  the  Resolutions  Com- 
mittee that  Governor  Bliss  announces  that  a  meeting  of  the  com- 
mittee will  be  held  at  the  close  of  the  morning  session  tomorrow, 
and  further  announcement  as  to  the  place  of  meeting  will  be  made 
tomorrow  morning. 

If  there  is  no  other  business  tonight,  we  stand  adjourned. 


FIFTH  SESSION 

Wednesday,  August  29,  1928.    9:00  o'clock  A.  M. 

Chairman  Lutz:  Come  to  order,  please.  The  Secretary  has 
some  announcements. 

Secretary  Query  :  The  Committee  on  Credentials  herewith  sub- 
mits to  you,  through  me,  a  list  of  the  delegates  who  have  proper 
credentials,  and  who  are  entitled  to  sit  as  the  delegates,  with  voting 
power,  at  this  Conference.  I  don't  suppose  you  care  for  me  to  read 
the  names  of  the  accredited  delegates,  but  I  have  it  as  approved  by 
the  Credentials  Committee  for  use  if  needed. 

I  also  wish  to  announce  that  we  have  a  complete  list  of  all  dele- 
gates enrolled  up  to  5 :  30  last  night.  This  list  has  been  prepared 
by  states  as  well  as  in  alphabetical  order,  and  any  of  you  who  care 
to  get  it  can  get  a  copy  at  the  registration  desk. 

Martin  Saxe  (New  York)  :  May  I  ask  the  number  of  total  en- 
rollment ? 

Secretary  Query:  It  is  463  on  this  list,  and  we  have  some  ten 
or  twelve  who  enrolled  last  night  after  this  list  went  to  the  printer. 
It  seems  as  if  our  enrollment  is  going  to  exceed  any  previous  en- 
rollment. 

Mr.  Saxe:  What  is  the  total  number  of  official  delegates  ap- 
proved by  the  Credentials  Committee? 

Secretary  Query  :  I  could  not  tell  you  that.  I  will  have  to  get 
that  information  for  you. 

Chairman  Lutz  :  You  recall  that  last  night  it  was  announced 
that  the  Resolutions  Committee  would  meet  at  the  close  of  this 
session.  Governor  Bliss,  will  you  state  the  place  at  which  you  want 
to  have  the  meeting  of  the  Resolutions  Committee? 

Zenas  W.  Bliss  (Rhode  Island)  :  The  meeting  of  the  Resolu- 
tions Committee  will  be  held  in  the  room  directly  opposite  the  Sec- 
retary's table  in  the  lobby. 

A  large  number  of  states  have  neglected  to  nominate  their  mem- 
bers of  this  committee,  and  it  must  be  done  at  once  if  they  wish  to 
be  represented.  The  meeting  will  be  held  and  business  will  pro- 
ceed, and  unless  you  make  your  nominations  for  members  of  this 
committee,  of  course  your  state  will  not  be  represented. 

(206) 
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Chairman  Lutz  :  The  subject  for  the  program  this  morning  is 
the  now  very  famihar  one  of  bank  taxation.  This  is  a  matter  which 
has  been  very  prominently  in  the  foreground  for  the  last  seven  or 
eight  years,  even  since  the  famous  conference  at  Bretton  Woods,  at 
which  we  learned  the  significance  of  what  the  Supreme  Court  was 
doing. 

In  the  various  Conferences  that  have  been  held  since  Bretton 
Woods,  we  have  also  had  more  or  less  on  bank  taxation,  which 
always  developed  more  or  less  heat,  as  well  as  a  little  light,  and 
sometimes  more  heat  than  light.  This  session  has  been  widely  ad- 
vertised as  one  to  provide  the  fireworks  of  the  whole  Conference, 
and  I  know  you  are  looking  forward  to  this  verbal  pyrotechnic 
display  with  great  interest.  I  trust  that  it  may  illumine  as  well  as 
do  other  things,  and  the  program  committee,  I  think,  exercised  a 
very  wise  choice  in  selecting  as  the  presiding  officer  for  this  session 
a  gentleman  who  is  very  skillful,  indeed,  in  lighting  sky-rockets 
without  getting  anybody  burned,  and  who  will  see  that  they  are 
directed  to  the  point  of  the  compass  so  the  sticks,  when  they  fall, 
will  not  come  down  on  us. 

I  am  glad  to  introduce  Professor  Haig  of  Columbia  University, 
who  will  guide  this  session  and  bring  it  promptly  to  a  close  at  11 :  30, 
the  hour  at  which  the  kitchen  staff  must  take  over  this  room  in 
order  to  provide  for  the  ladies'  luncheon.     Mr.  Haig. 

(Robert  Murray  Haig  presiding.) 

Chairman  Haig:  I  don't  know  what  the  basis  for  the  chair- 
man's remarks  was,  about  my  ability  to  guarantee  that  we  shall 
have  a  peaceful  session.  I  think  my  only  claim  to  any  such  reputa- 
tion is  that  I  presided  at  the  ^Minneapolis  session  on  the  bank  tax, 
and  managed  to  escape  alive.  You  remember,  that  session  started 
at  8  o'clock  in  the  evening  and  finally  broke  up  before  1  o'clock  in 
the  morning. 

We  are  working  under  a  strict  time  limit  this  morning.  I  hope 
that  every  one  who  wishes  to  contribute  to  the  discussion  will  have 
an  opportunity.  In  order  that  as  many  as  possible  may  have  an 
opportunity,  the  chairman  will  try  to  restrict  himself  in  his  remarks 
to  a  very  few  minutes. 

It  seems  to  me  quite  possible  that  the  historian  of  the  future, 
when  he  comes  to  write  his  chapter  on  the  financial  history  of  this 
post-war  period,  is  likely  to  date  a  new  era  from  the  year  1921,  and 
that  the  year  just  closed  may  go  down  in  history  as  the  seventh 
year  since  the  Richmond  decision. 

As  the  years  pass  the  significance  of  that  decision  becomes  con- 
stantly more  obvious.  Today  bank  taxation  is  beyond  a  doubt  the 
most  troublesome  tax  problem  before  the  states.  It  has  been  inter- 
esting to  observe  at  these  meetings  during  the  last  few  days  the 
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way  this  question  has  recurred  over  and  over  again  in  the  discus- 
sion, much  like  a  theme  in  a  symphony.  I  suspect  you  can  imagine 
less  happy  similes  than  that  to  describe  the  situation. 

This  constant  recurrence  reminds  me  of  the  old  gentleman  who 
was  complaining  bitterly  about  his  dinner  companion  of  the  evening 
before,  who  was  a  young  girl  of  the  modern  generation.  He  said, 
"  Why,  that  girl,  she  would  talk  about  anything ;  the  trouble  was 
she  would  not  talk  about  anything  else." 

It  has  seemed  in  these  Conferences  we  have  almost  reached  the 
point  when  we  cannot  talk  about  anything  without  talking  about 
bank  taxation,  which  means  it  has  assumed  a  very  prominent  part 
in  the  tield  of  our  study. 

This  seventh  year  since  the  Richmond  decision  has  been  a  year 
in  which  more  questions  have  been  raised  than  have  been  answered. 
I  may  take  a  moment  or  two  to  summarize  very  briefly  some  of  the 
outstanding  developments  of  the  year. 

First  of  all,  of  course,  there  has  been  an  active  effort  to  secure 
the  attention  of  Congress  and  favorable  action  on  the  proposition 
to  liberalize  Section  5219.  What  the  effect  of  the  hearings  will 
ultimately  be,  of  course,  is  not  known,  but  so  far  as  the  immediate 
success  in  the  way  of  actual  legislation  goes,  there  has  as  yet  been 
no  result.  There  were  interesting  rumors  about  February  and 
March  that  the  American  Bankers  Association  had  been  inclined  to 
lend  a  favorable  ear  to  some  minor  modifications  of  Section  5219. 
The  rumors  have  taken  various  forms,  one,  for  example,  being  that 
they  were  prepared  to  concede  that  the  exemption  of  mortgages 
should  not  operate  to  provide  a  basis  for  a  claim  for  discrimination 
which  would  give  the  banks  a  claim  for  refund  of  their  taxes. 
However,  I  understand  that  although  that  question  was  discussed 
by  the  American  Bankers  Association  in  some  detail,  they  ultimately 
decided  that  they  would  maintain  a  solid  front  in  opposition  to  any 
change  at  all  in  Section  5219. 

This  year  has  witnessed  also  the  very  interesting  decision  in  the 
State  of  Oregon,  where  Judge  Beane,  in  a  very  remarkable  pro- 
nouncement, seemed  to  indicate,  in  his  decision,  the  mere  existence 
of  tax-exempt  government  bonds  in  the  situation  would  provide  a 
claim  for  discrimination  which  would  be  effective  in  the  case  of 
the  banks. 

We  have  also  seen  during  this  year  two  very  interesting  legal 
questions  raised,  which  have  a  bearing  upon  the  problem.  The 
banks  have  contended  that  in  the  provision  of  the  option  of  going 
to  the  third  or  fourth  method,  they  have  made  adequate  provision 
provided  the  states  were  willing  to  put  their  tax  systems  in  order. 

The  third  method  called  for  a  tax  on  net  income,  and  the  fourth 
method  a  tax  according  to  law  measured  by  net  income;  and  the 
points  that  they  have  raised  are  these :  First  of  all,  the  power  of  a 
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state  to  include  tax-exempt  interest  in  the  base  on  the  fourth  method 
has  been  directly  challenged  in  the  State  of  Massachusetts  in  the 
McAllen  case,  and  I  hope  we  will  hear  from  Commissioner  Long 
with  regard  to  the  status  of  that  litigation,  but  we  may  expect  a 
decision  from  the  Massachusetts  Supreme  Court  almost  any  day 
which  will  give,  at  least,  a  preliminary  decision  on  this  question,  as 
to  whether  the  state  has  the  power  to  include  this  tax-exempt  in- 
terest in  the  base.  The  Massachusetts  court  has  high  prestige  and 
standing,  but  the  case  undoubtedly  will  be  carried  to  the  U.  S. 
Supreme  Court  immediately;  so  that  particular  point  will  probably 
be  adjudicated  within  a  reasonable  time. 

The  other  line  of  decisions  of  particular  interest  in  this  connec- 
tion is  a  line  which  intends  to  interpret  the  situation  with  reference 
to  a  franchise  tax  on  business  corporations.  A  business  tax  which 
is  not  so  broad  as  the  business  tax  recommended  by  the  model  plan 
of  our  Association,  is  not  so  broad  as  a  business  tax  which  confines 
itself  merely  to  corporations.  In  the  recent  Quaker  City  Cab  case 
the  court  has  taken  the  position,  which  has  very  far-reaching  im- 
plications, and  the  question  is  now  plainly  raised  as  to  whether  a 
state  may  have  a  business  tax  restricted  to  corporations,  and  how 
much  protection  is  offered  to  the  plan  of  taxing  corporations  only 
under  the  income-tax  plan,  when  the  scope  of  the  tax  is  not  as 
broad  as  the  business  tax. 

Those  seem  to  me  to  be  the  outstanding  developments  this  year 
in  this  field.  It  seems  to  me  personally  quite  clear  that  we  will  not 
get  very  far  in  the  solution  of  this  problem  by  mere  wailing  and 
wringing  our  hands.  It  seems  to  me  also  we  will  not  get  very  far 
by  emphasizing  over  and  over  again  the  fact  that  the  bank  taxes 
are  likely  to  be  reduced.  The  bankers  themselves  feel  that  they 
have  been  too  high.  It  is  necessary  for  us  to  move  them  back  and 
to  show  that  they  have  not  been  too  high,  if  we  are  going  to  defend 
our  position. 

The  fact  that  the  situation  which  exists  is  of  long  standing  is  no 
longer  an  adequate  ground  for  us  to  stand  on  in  urging  a  change. 
The  fact  is  that  the  question  has  now  been  sharply  raised,  and  the 
taxing  officials  are  on  the  defensive.  They  must  show,  irrespective 
of  the  length  of  time  during  which  the  situation  has  existed,  that 
the  situation  is  essentially  one  of  fairness.  We  must  then  frankly 
face  the  problem  as  to  what  a  bank  should  pay  in  the  way  of  taxes. 

I  should  like  to  ask  a  few  questions  that  we  may  keep  in  mind  as 
the  papers  are  read  and  as  the  discussion  proceeds.  I  should  like 
to  ask  whether  as  tax  men  we  feel  that  banks  or  owners  of  bank 
stock  should  pay  more  taxes  than  other  businesses  or  other  owners 
of  business  stock  ? 

I  should  like  to  ask  whether  a  dollar  of  profit  earned  by  banking 
14 
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is  properly  taxable  at  a  higher  rate  than  a  dollar  of  profit  earned 
by  the  butcher,  the  baker  or  candlestick  maker  ? 

I  would  like  to  ask  whether  a  dollar  of  value  of  bank  stock  or  a 
dollar  value  of  bank  property  should  be  taxed  at  a  higher  rate  than 
a  dollar  invested  in  other  property  ? 

That  seems  to  me  to  be  the  fundamental  question.  The  answer 
promises  it  shall  not  be;  and  I  think  there  will  be  very  great  oppo- 
sition to  any  change  which  will  result  in  a  higher  rate  of  taxation 
for  bank  stock,  bank  property  or  bank  income  than  other  property. 
I  think  the  bankers  are  willing  to  say,  however,  that  it  should  be 
taxed  as  heavily.  When  they  point  to  the  fact  that  in  providing  the 
third  and  fourth  option,  they  do  provide  a  method  whereby  they  can 
be  taxed  as  heavily,  it  seems  to  me  they  forget,  however,  that  under 
the  property  basis  we  have  not  had  and  do  not  now  have  the  right 
to  tax  the  bank's  business  directly  under  the  property  tax,  but  can 
tax  only  the  shares ;  so  that  a  state  which  has  a  system  which  does 
tax  corporations  themselves  and  then  proceeds  to  exempt  the  stock 
is  not  in  position  to  tax  the  bank  itself  and  then  exempt  its  stock, 
but  must  proceed  to  tax  the  stock  of  the  bank  rather  than  the  bank 
itself,  which  results  in  the  comparison  of  bank  stock  which  is  taxed 
and  the  securities  of  corporations  which  are  not  taxed,  or  only 
partly  taxed. 

Apparently  we  have  reached  a  point,  then,  where,  in  most  of  our 
states,  if  we  are  to  continue  to  tax  the  banks  substantially  or  at  all, 
we  must  tax  them  in  the  manner  which  the  banks  desire  to  be  taxed, 
unless,  indeed,  we  can  be  effective  in  our  plea  before  Congress  for 
an  amendment  of  R.  S.  5219. 

The  question  then  resolves  itself  into  this,  as  to  whether  the 
banks  shall  be  permitted  to  say  that  the  direction  of  tax  reform  in 
a  given  state  shall  be  in  a  given  direction.  In  connection  with  that 
we  must  remember  that  as  an  association,  the  direction  which  that 
change  must  take  is  the  direction  which  we  ourselves  have  pointed 
out  as  being  the  desirable  change.  That  seems  to  me  to  be  in  gen- 
eral the  situation  as  it  exists  today,  and  I  hope  that  the  discussion 
which  we  shall  have  this  morning  will  lead  to  a  more  clear  under- 
standing and  more  sharp  definition  of  the  issues,  and  that  we  should 
address  ourselves  to  trying  to  understand  the  problem  rather  than 
to  merely  dispute  and  argue  about  the  justice  or  injustice  of  some- 
thing which  is  ill-defined. 

The  topic  which  has  been  assigned  for  the  session  is  Property 
Taxation  as  Affected  by  the  Bank  Tax  Situation. 

In  selecting  this  topic  it  was  the  hope  that  light  might  be  thrown 
on  the  bank  tax  problem  by  a  detailed  and  dispassionate  description 
of  the  situation  which  exists,  first,  in  a  state  with  a  classified  tax 
system,  and,  second,  in  a  state  with  a  general  property  tax  system. 

As  the  speaker  to  discuss  the  situation  under  a  classified  tax  sys- 
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tern,  I  have  the  honor  to  present  to  the  conference  a  banker  with 
interesting  characteristics  and  a  very  unusual  history,  a  banker  who 
was  once  a  college  teacher,  having  been  in  his  youth  a  professor  of 
international  law  and  dean  of  the  College  at  Princeton,  a  banker 
who  was  once  a  practicing  attorney,  who  has  established  for  himself 
an  enviable  reputation  as  an  authority  on  banking  law,  both  national 
and  state,  a  banker  who  as  vice-president  of  one  of  California's 
largest  state  banks  has  taken  a  leading  part  in  the  legislative  activ- 
ities of  his  state  and  is  now  chairman  of  the  committee  on  legisla- 
tion and  taxation  of  the  California  Bankers'  Association.  This,  by 
the  way,  is  the  famous  committee  of  bankers  which,  about  a  year 
ago,  passed  a  resolution  in  favor  of  a  liberal  amendment  of  Section 
5219  which,  when  presented  before  the  American  Bankers  Associa- 
tion failed  of  sufficient  support  from  the  other  states  to  secure  even 
a  second. 

I  therefore  present  at  this  time  Mr.  Edward  Elliott,  vice-president 
of  the  Security  Trust  &  Savings  Bank  of  Los  Angeles,  who  is  a 
living  demonstration  of  the  proposition  that  a  banker  and  a  lawyer 
may  be  also  a  scholar  and  a  gentleman. 

Edward  Elliott  (California)  :  Ladies  and  Gentlemen  of  this 
Conference :  I  don't  know  of  any  position  in  which  one  finds  one- 
self that  is  subject  to  a  more  unfair  advantage  on  the  part  of  any 
one  than  I  find  myself  in  now.  I  am  introduced  by  the  chairman, 
who  has  done  me  the  gravest  injustice,  to  a  group  who  will  agree 
with  me  that  he  has  done  me  a  grave  injustice,  in  attributing  to  me 
or  any  one  else  the  characteristics  that  he  has  been  kind  enough  to 
assign  to  me.  I  am  sure  that  I  have  your  sympathy.  If  I  haven't, 
even  in  the  very  meagerest  degree,  being  a  banker,  I  shall  feel 
much  happier  in  what  I  shall  say  to  you. 

I  must  apologize,  because  this  is  my  first  appearance  at  a  National 
Tax  Conference ;  and  sometimes,  as  a  banker,  I  have  wondered 
really  whether  I  was  in  the  right  place.  I  have  sometimes  felt  that 
perhaps  I  should  get  out,  I  should  not  be  present,  where  you  are 
feeling  and  thinking  such  dreadful  and  terrible  things  with  respect 
to  the  people  I  am  associated  with;  and  then  on  the  other  hand  it 
occurred  to  me  that  I  believe  in  reciprocity,  and  I  am  sure  that  you 
believe  in  reciprocity,  so  we  will  even  up  the  matter,  and  I  will 
extend  to  you,  each  and  every  one,  a  most  cordial  invitation  to 
come  to  the  meeting  of  the  American  Bankers  Association  in  Phila- 
delphia, and  we  will  see  if  we  cannot  put  you  in  somewhat  the  same 
general  atmosphere  in  which  I  find  myself  in  attending  this  con- 
vention. 
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PROPERTY  TAXATION  AS  AFFECTED  BY  THE  BANK 

TAX  SITUATION  UNDER  CLASSIFIED 

TAX  SYSTEM 

liUVVARD    ELLIOTT 

Vice-President,  Securit)-  'I'rust  &  Savings  Bank,  Los  Angeles,  Cal. ; 

Chairman,  Committee  on  Legislation  and  Taxation, 

California  Bankers  Association 

In  discussing  the  subject  of  property  taxation  as  affected  by  the 
bank  tax  situation  under  a  classified  tax  system,  a  presentation  of 
the  California  conditions  may  have  two  advantages:  first,  it  will 
permit  me  to  talk  about  things  with  which  I  have  some  familiarity, 
and  second,  our  problems  are  reasonably  typical.  Moreover  we 
have  had  a  Tax  Commission  at  work  since  January  under  the  guid- 
ance of  our  presiding  officer.  Dr.  Haig,  as  its  expert,  and  the  report 
of  the  Commission  has  just  been  made  to  the  Governor  who  has 
called  a  special  session  of  the  Legislature  for  the  purpose  of  adopt- 
ing a  constitutional  amendment  as  the  first  step  in  working  out  the 
program. 

Allow  me  to  make  a  brief  statement  of  the  general  principles 
underlying  the  tax  system  of  California  as  constituting  the  neces- 
sary background  for  an  understanding  of  our  situation. 

As  the  result  of  the  labors  of  a  Tax  Commission,  of  which  Prof. 
Carl  C.  Plehn  of  the  University  of  California  was  the  expert  ad- 
viser, the  State,  in  1910,  adopted  amendments  to  the  Constitution 
which  set  the  fundamentals  of  our  tax  system.  There  was  a  sep- 
aration of  state  and  local  taxation,  with  the  state  depending  pri- 
marily upon  the  corporations  for  its  revenue.  The  state  could,  if  it 
proved  necessary,  levy  a  tax  on  all  the  property  in  the  state.  On 
the  other  hand,  taxation  of  real  property,  even  of  corporations,  was 
in  the  main  left  to  the  local  authorities.  The  state  has  never  found 
it  necessary  to  levy  a  general  property  tax  but  has  found  other 
sources  of  revenue  in  the  inheritance  tax,  the  gasoline  tax,  auto- 
mobile license  fees  and  other  fees. 

Four  different  classes  of  corporations,  each  with  its  special  form 
of  taxation,  were  set  up  in  the  1910  scheme. 

1.  The  Public  Utilities  of  All  Kinds.  These  were  to  pay  a  tax 
upon  their  franchises  and  all  property  in  the  state  used  exclusively 
in  the  operation  of  their  business  within  the  state,  which  tax  should 
be  equal  to  a  fixed  percentage  upon  the  gross  receipts  from  opera- 
tions within  the  state. 

2.  Insurance  Companies.  These  were  to  pay  to  the  state  a  tax  of 
a  fixed  percentage  upon  the  amount  of  the  gross  premiums  received 
upon  business  done  in  the  state. 

3.  Banks.     Shares  of  all  banks  were  to  be  assessed  and  taxed  to 
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the  owners.  The  vahie  of  each  share  was  declared  to  be  the  amount 
paid  in  thereon,  together  with  its  pro  rata  of  the  accumulated  sur- 
plus and  undivided  profits.  In  determining  the  value  of  the  capital 
stock  of  any  bank,  there  should  be  deducted  from  the  value,  as  de- 
fined above,  the  value,  as  assessed  for  county  taxes,  of  any  real 
estate,  other  than  mortgage  interests  therein,  owned  by  such  bank. 
The  bank  was  made  liable  to  the  state  for  the  tax  and  was  required 
to  pay  the  same  on  behalf  of  the  stockholders.  A  lien  on  the  shares 
and  any  dividends  thereon  was  given  to  the  bank  to  secure  the 
amount  paid  in  taxes. 

The  tax  on  each  of  the  above  classes  of  corporations  was  to  be 
exclusively  for  state  purposes  and  was  to  be  in  lieu  of  all  other 
taxes  of  every  kind  and  nature  except  taxes  upon  real  estate,  which, 
you  will  recall,  was  to  be  taxed  locally. 

4.  All  Other  Corporations.  These  were  to  pay  a  franchise  tax 
and  franchises  were  to  be  assessed  at  their  actual  cash  value  and 
taxed  at  a  fixed  rate  exclusively  for  state  purposes. 

It  should  be  noted  that  when  this  tax  system  was  adopted  in 
1910  the  share-tax  method  for  taxing  banks  was  the  only  one  per- 
mitted by  Congress  under  the  provisions  of  Section  5219  of  the 
Revised  Statutes.  Further  to  be  noted  is  the  fact  that  when  this 
system  of  taxation  was  adopted,  mortgages  on  California  real  estate 
were  subject  to  taxation  at  the  same  rate  as  other  property,  but  in 
1913  a  constitutional  amendment  was  adopted  exempting  real-estate 
mortgages  from  taxation,  and  this  exemption  still  exists.  So  the 
situation  continued  until  1924  when  a  constitutional  amendment  was 
adopted  authorizing  the  legislature  to  classify  property  for  purposes 
of  taxation  and  to  tax  notes,  debentures,  shares  of  capital  stock, 
bonds,  solvent  credits  or  mortgages,  not  exempt  from  taxation,  at 
rates  or  in  proportion  to  value,  different  from  other  property  in  the 
state.  At  the  session  of  the  legislature  in  1925,  a  solvent-credits  act 
was  passed,  providing  for  an  assessment  of  the  intangibles  covered 
by  the  constitutional  amendment  at  seven  per  cent  of  their  value 
and  the  application  to  this  assessed  value  of  the  local  city  and  county 
rate.  This  act  came  to  be  referred  to  as  the  "  seven  per  cent  law." 
Following  the  passage  of  this  law  certain  of  the  national  banks 
brought  suit  to  recover  their  1926  taxes  paid  under  protest  on  the 
ground  of  discrimination  and  in  violation  of  Section  5219  of  the 
Revised  Statutes.  Similar  protests  and  suits  for  recovery  of  taxes 
for  subsequent  years  have  been  or  will  be  made.  None  of  these 
suits  has  been  brought  to  trial,  but  unless  some  change  is  made  in 
the  method  of  taxing  banks,  it  seems  highly  probable,  in  the  light 
of  the  Wisconsin  and  Minnesota  cases,  that  the  national  banks  in 
California  will  be  able  to  escape  taxation,  and  if  the  national  banks 
escape,  it  is  reasonably  sure  that  the  state  banks  will  find  a  way  of 
escape  if  it  has  to  be  through  nationalization. 
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The  Wisconsin  and  Minnesota  cases  were  decided  in  March, 
1927,  while  the  California  legislature  was  in  session.  Feeling  that 
these  decisions  made  it  imperative  to  do  something  to  try  to  save 
the  situation,  the  legislature  amended  the  Solvent  Credits  Act  of 
1925  by  removing  the  seven-percent-assessment  provision  and  pro- 
viding for  a  rate  of  1.45  on  intangibles,  which  was  the  rate  the 
banks  were  paying  on  their  shares. 

This  legislation  aroused  violent  criticism  from  those  who,  relying 
upon  the  "  seven  per  cent  law,"  had  declared  their  securities.  Suit 
was  brought  to  test  the  constitutionality  of  these  solvent-credits  acts, 
and  the  Supreme  Court  of  California,  in  Arnold  v.  Hopkins,  de- 
clared both  the  1925  and  the  1927  acts  invalid,  thus  removing  Cali- 
fornia from  the  so-called  ''  classified  "  states,  but  leaving  mortgages 
exempt  from  taxation. 

This  was  the  situation  confronting  the  Tax  Commission  shortly 
after  it  began  its  work. 

To  continue  the  share-tax  method  of  taxing  banks  required  the 
repeal  of  the  exemption  of  mortgages  from  taxation  and  the  aban- 
donment of  a  solvent-credits  act.  Neither  of  these  results  seems 
desirable.  We  had  a  tax  on  mortgages  for  many  years  and  it  was 
cheerfully  and  gladly  abandoned  in  1913.  As  a  practical  proposi- 
tion, it  would  be  very  difficult  to  reinstate  a  tax  on  mortgages,  for 
the  mortgagor,  both  rural  and  urban,  realizes  that  he  would  have  to 
pay  the  tax,  and  if  former  conditions  repeated  themselves,  some- 
thing extra  to  cover  eventualities.  ^Moreover  there  is  a  very  strong 
feeling  in  the  state  that  a  solvent-credits  act  would  be  highly  bene- 
ficial and  opposition  might  be  expected  from  this  group  to  any  plan 
that  would  make  impossible  a  low  tax  on  intangibles. 

I  have  spoken  of  the  impossibility  of  taxing  mortgages  and  yet 
having  a  low  tax  on  intangibles  because  the  limitation  contained  in 
Section  5219  on  the  share-tax  method  of  "  other  moneyed  capital 
in  the  hands  of  private  citizens  in  competition  with  national  banks  " 
seems  to  me  to  have  been  given  so  wide  an  interpretation  that  you 
cannot  successfully  segregate  for  purposes  of  taxation  that  moneyed 
capital  in  the  hands  of  private  citizens  which  is  not  in  competition 
with  national  banks.  Back  of  this  wide  interpretation  on  the  part 
of  the  courts  is  the  great  expansion  in  the  sphere  of  activities  of 
the  national  banks.  Originally  purely  commercial  banks,  they  have 
taken  on  all  other  banking  functions.  They  have  savings  and  trust 
departments  and  do  an  investment  banking  business. 

If  the  retention  of  the  share-tax  method  was  neither  practical  nor 
desirable,  then  one  of  the  three  other  methods  of  taxing  national 
banks  must  be  adopted.  Of  course  there  is  always  the  possibility 
of  letting  bank  shares  go  untaxed  but  such  a  solution  is  not  satis- 
factory to  the  taxing  authorities  and,  I  may  add.  to  the  banks  also, 
for  they  are  willing  to  pay  a  fair  tax.     I  appreciate  fully,  however, 
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the  wide  difference  of  opinion  which  has  often  prevailed  between 
the  banks  and  the  taxing  authorities  as  to  what  constitutes  a  fair  tax. 

The  second  method  of  taxing  the  banks  is  to  include  the  divi- 
dends on  the  shares  in  the  taxable  income  of  the  individual.  The 
limitation  upon  this  method  is  that  the  tax  shall  not  be  at  a  greater 
rate  than  is  assessed  upon  the  net  income  from  other  moneyed 
capital. 

Now  this  method  would,  I  dare  say,  be  acceptable  to  banks  gen- 
erally as  the  tax  would  be  a  low  one,  but  for  this  same  reason  it 
would  be  unacceptable  to  the  taxing  authorities.  In  addition  to  the 
considerations  mentioned,  few  states  have  a  tax  on  individual  in- 
come. The  only  state  to  adopt  this  method  is  New  York,  which, 
having  a  personal-income  tax,  uses  it  in  conjunction  with  the 
fourth  method. 

The  third  method,  that  of  an  income  tax  on  the  banks,  would 
likewise  be  acceptable  to  the  banks  but  unacceptable  to  the  taxing 
authorities  because  of  the  small  amount  of  tax  which  it  would 
produce.  It  is  established  beyond  question,  I  take  it,  that  the  in- 
come from  non-taxable  securities  cannot  under  an  income  tax,  be 
included  in  the  taxable  income  of  the  banks.  Banks,  it  is  well 
known,  are  large  holders  of  non-taxable  securities  and  a  tax  on  net 
income,  exclusive  of  income  from  non-taxables,  would  in  many 
cases  produce  no  revenue  whatever.  There  would,  moreover,  under 
such  a  tax  system  be  a  strong  incentive  for  the  banks,  under  certain 
conditions,  to  increase  their  holdings  of  tax-exempt  securities. 

Under  this  method  of  taxing  banks,  the  limitation  upon  the  states 
in  its  exercise,  is  that  the  rate  for  banks  must  not  be  higher  than 
the  rate  upon  other  financial  institutions  nor  higher  than  the  highest 
of  the  rates  upon  mercantile,  manufacturing  and  business  corpora- 
tions. 

The  fourth  method  permitted  under  Section  5219  R.  S.  lacks  a 
name.  It  is  spoken  of  as  a  tax  according  to  or  measured  by  net 
income,  including  the  entire  net  income  received  from  all  sources. 
This  tax  would  seem  to  have  been  regarded  by  Congress  not  as  an 
income  tax  but  as  a  franchise  tax.  The  contention  has  been  made, 
to  be  sure,  that  this  tax  is  in  reality  an  income  tax  and  therefore 
unconstitutional,  as  it  taxes  income  from  non-taxable  securities. 
Congress,  it  is  urged,  cannot  do  indirectly  what  it  cannot  do  directly. 
I  do  not  intend  to  argue  the  merits  of  the  contention  but  will  merely 
point  out  that  there  are  strong  arguments,  and  cases,  in  support  of 
the  view  that  it  is  a  franchise  and  not  an  income  tax.  Until  the 
question  is  decided  by  the  United  States  Supreme  Court,  we  must 
proceed  upon  the  assumption  that  the  fourth  method  is  valid. 

The  limitation  upon  the  power  of  the  states  to  tax  the  national 
banks  is  the  same  under  this  method  as  under  the  income-tax 
method. 
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From  tlie  standpoint  of  the  taxing  authorities  this  method  of  tax- 
ing the  banks  will  produce  far  more  revenue  than  either  the  in- 
clusion of  dividends  in  the  taxable  income  of  the  individual  or  the 
income  tax.  and  therefore,  if  valid,  would  naturally  be  preferred 
where,  as  in  California,  it  is  relatively  easy  of  application.  The 
separation  of  state  and  local  taxation,  with  the  classification  of  cor- 
porations for  purposes  of  state  taxation  exclusively,  presents  in 
California  a  situation  into  which  this  fourth  method  can  be  readily 
fitted. 

The  tax  for  utilities  is  measured  by  gross  income  and  for  the  in- 
surance companies  by  gross  premiums;  banks  pay  on  the  share-tax 
method  and  all  other  corporations  pay  a  franchise  tax.  If  the 
fourth  method  be  a  franchise  and  not  an  income  tax,  and  if  under 
the  fourth  method  under  Section  5219,  financial  institutions  and 
mercantile,  manufacturing  and  business  corporations  must  be  taxed 
at  least  as  high  as  banks,  then  the  California  scheme  of  corporation 
taxation,  by  the  adoption  of  the  fourth  method  of  taxing  national 
banks,  becomes  a  threefold  classification  of  corporations,  each  pay- 
ing a  franchise  tax.  measured,  to  be  sure,  in  different  fashions. 

The  adoption  of  the  second,  third  or  fourth  method  of  taxing 
national  banks  clears  the  way  for  a  classification  plan,  since  under 
them  the  limiting  factor  is  not  other  moneyed  capital  in  the  hands 
of  private  citizens  in  competition  with  national  banks.  Under  these 
methods,  all  taxes  on  intangibles  could  be  done  away  with. 

Under  the  fourth  method,  for  example,  the  exemption  of  mort- 
gages from  taxation  as  in  California  loses  its  significance  in  rela- 
tion to  bank  taxation. 

In  the  light  of  this  situation  in  California,  as  I  have  attempted 
to  picture  it  to  you,  almost  the  only  course  open  to  the  Tax  Com- 
mission in  connection  with  bank  taxation  was  the  recommendation 
of  the  tax  on  banks  measured  by  or  according  to  net  income,  in- 
cluding income  from  all  sources.  This  they  have  done,  proposing 
that  the  tax,  measured  by  net  income,  shall  be  at  the  rate  of  four 
per  cent.  At  the  same  time  the  Commission  has  recommended  a 
constitutional  amendment  under  which  there  shall  be  classification 
and  a  tax  upon  intangibles  not  to  exceed  four  mills.  The  Governor 
has  called  a  special  session  of  the  legislature  to  consider  the  consti- 
tutional amendments  which  will  make  possible  the  carrying  out  of 
the  Commission's  proposals.  Adoption  of  these  constitutional 
amendments  by  the  legislature  and  their  approval  by  the  people  in 
November  will  make  it  possible  for  the  coming  session  of  the  legis- 
lature next  January  to  pass  a  law  under  which  the  banks  will  be 
taxed.  At  present  it  is  generally  agreed  that  the  banks  cannot  be 
made  to  pay  taxes  and  because  of  long-time  processes  of  constitu- 
tional amendment  and  legislation  thereafter,  will  not  pay  taxes  until 
1931  or  1932  unless  the  special  session  acts  favorably  upon  the  pro- 
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posed  amendment  and  the  people  approve  at  the  general  election  in 
the  autumn.  This  situation  the  banks  as  a  whole  do  not  wish  to  see 
prolonged  but  will  accept  the  proposed  plan  since  it  contains  a 
recognition  of  the  view  long  held  by  the  banks  that  there  is  no 
good  reason  why  they  should  be  taxed  more  heavily  than  other 
corporations. 

Chairman  Haig:  I  am  happy  to  have  noticed  the  statement  of 
the  speaker  that  to  any  one  but  a  theorist  the  present  tax  on  shares 
is  a  tax  on  the  bank.  I  hope  that  some  other  representative  of  the 
banks'  interests,  who  may  be  here,  will  undertake  to  answer  this 
question :  If  the  tax  on  shares  is  as  a  matter  of  fact  a  tax  on  banks, 
if  the  banks  are  willing  to  be  compared  wnth  other  corporations, 
why  they  are  willing  to  be  compared  on  the  income  basis  and  not 
on  the  property  basis? 

I  have  to  introduce  as  the  next  speaker  a  college  professor  who 
has  refused  to  be  starved  out  of  his  job  and  is  still  a  college  pro- 
fessor, Mr.  James  H.  Gilbert  of  the  University  of  Oregon,  w^ho 
will  discuss  the  situation  under  a  general  property  tax  system. 

James  H.  Gilbert  (Oregon)  :  Mr.  Chairman,  Ladies  and  Gen- 
tlemen :  In  a  sense  this  is  a  session  which  is  monopolized  by  pro- 
fessors. I  believe  there  are  not  too  many  on  the  program  at  this 
time,  but  very  few^  The  only  difference  between  me  and  the  man 
who  was  talking  before,  is  that  I  began  my  career  as  a  banker  and 
later  on  turned  college  professor.  That  is  what  I  call  evolution. 
He  began  his  career  as  a  college  professor  and  degenerated  into  a 
banker.     That  is  w'hat  I  call  devolution. 

The  chairman  has  said  this  morning  that  we  ought  to  discuss  this 
question  in  a  detailed  and  dispassionate  w^ay.  Time  will  not  permit 
discussion  in  a  detailed  way.  I  am  therefore  going  to  try  to  discuss 
it  in  a  dispassionate  way.  I  am  willing  to  say,  however,  that  some- 
times a  cold,  impartial  statement  of  the  facts  is  thought  of  by  some 
as  being  impassioned  rather  than  dispassionate,  because  their  very 
interest  gives  them  a  precisely  opposite  point  of  view;  and  there- 
fore, if  my  point  of  view  seems  to  be  impassioned  rather  than  dis- 
passionate, then  it  is  because  my  study  and  my  lack  of  peculiar 
interest  of  any  kind  has  led  me  to  a  conclusion  very  different  from 
that  which  would  have  been  the  case  had  I  begun  with  interest  in- 
stead of  study,  which  leads  to  conviction.  With  that  introduction 
I  will  proceed  with  my  paper. 
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THE  GENERAL  PROPERTY  TAX  AS  AFFECTED  BY  THE 
BANK  TAX  DECISION  IN  OREGON 

JAMES    H.   GILBERT 
University  of  Oregon 

The  Commonwealth  of  Oregon  in  theory  still  clings  to  the  gen- 
eral property  tax  in  its  most  unregenerate  form.  The  first  step 
toward  the  abandonment  of  the  rule  of  uniformity  was  represented 
by  the  adoption  of  a  classification  amendment  of  the  Minnesota 
t}pe  in  1917.  In  actual  practice,  however,  the  constitutional  free- 
dom afforded  by  the  amendment  of  1917  has  been  used  with  mod- 
eration. In  1919  the  legislature  segregated  mortgaged  notes  and 
granted  them  complete  exemption.  The  last  legislative  assembly 
(1927),  it  is  true,  made  a  contingent  and  qualified  exemption  of 
securities,  money  and  credits  in  case  the  income  arising  therefrom 
is  subject  to  a  state  income  tax.  This  was  a  companion  measure  to 
the  income  tax  of  1927.  Although  the  income  tax  was  later  rejected 
at  the  polls,  the  contingent  exemption,  not  being  referred,  remains 
in  force  but  will  become  operative  only  when  another  income  tax  is 
passed. 

With  the  exception  of  the  mortgage-tax  exemption  of  1919  and 
the  contingent  exemption  of  intangibles  provided  in  the  legislation 
of  1927,  the  Oregon  legislature  has  shown  no  disposition  to  exercise 
the  power  to  classify  property  and  tax  intangibles  at  a  lower  rate. 
The  special  tax-investigating  committee  of  1926  made  a  qualified 
recommendation  of  a  low-rate  tax  on  intangibles,  prepared  an  ex- 
tensive digest  of  other  state  laws,  and  formulated  for  the  legislature 
a  bill  embodying  the  principle  of  a  segregated  tax  on  intangibles. 
The  assembly,  however,  on  the  recommendation  of  Governor  Pat- 
terson, again  turned  to  the  income  tax  as  a  solution  and  provided 
for  the  complete  exemption  of  securities,  money  and  credit  in  case 
a  tax  on  income  is  imposed.  Prior  to  1927,  however,  no  income-tax 
bill  proposed  or  passed  regarded  the  new  tax  as  a  substitute  for  the 
ad-valorem  levy  on  property.  Upon  the  property  tax,  recognized  as 
hypothetical  only,  a  tax  on  dividends  and  interest  was  superimposed. 

The  legal  exemption  of  mortgage  notes  and  the  widely  recognized 
failure  of  assessment  machinery  to  reach  intangibles  supplied  in 
Oregon,  as  elsewhere,  a  standing  invitation  to  national  banks  to 
seek  by  legal  process  the  abrogation  of  the  tax  on  bank  shares.  In 
Multnomah  County,  the  chief  security  market  of  the  state,  where 
52  per  cent  of  the  national  banking  capital  of  the  state  was  concen- 
trated, aside  from  bank  shares,  no  serious  attempt  had  been  made 
to  assess  any  form  of  intangibles. 

Since  the  Richmond  Bank  case,  decided  in  1921,  the  legal  position 
of  the  states  in  assessing  the  capital  of  national  banks  had  become 
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increasingly  more  untenable.  Recent  decisions  based  on  Section 
5219,  especially  the  Wisconsin  and  Minnesota  cases,  decided  in 
March,  1927,  seem  clearly  at  variance  with  the  original  purpose  of 
the  federal  law  which  aimed  only  to  prevent  "  unequal  and  un- 
friendly competition  "  by  exercising  the  taxing  power  in  such  a  way 
as  to  favor  state  banks  as  compared  with  those  deriving  their  char- 
tered powers  from  the  federal  government.  They  are  more  or  less 
inconsistent  also  with  earlier  opinions  of  the  same  court.  The 
present  position  of  the  federal  courts,  however,  make  it  clear  that 
the  levy  on  national  bank  shares  will  be  invalidated  as  soon  as  com- 
plainants show  that  a  substantial  amount  of  moneyed  capital  in- 
vested in  securities  ordinarily  purchased  by  national  banks  remains 
in  the  hands  of  individuals  untaxed  or  taxed  at  a  lower  rate  than 
that  applied  to  shares  in  national  banks.  As  Judge  Bean  in  his 
recent  decision  put  it,  "  the  applicable  law  has  been  clearly  estab- 
lished "  and  it  was  only  necessary  to  file  formal  complaint  and  in- 
voke the  application  of  the  law  in  specific  cases. 

Despite  the  assumed  safeguard  provided  by  the  amendment  of 
1923,  the  federal  statute  has  been  slowly  but  surely  expanded  in 
meaning  and  application  until  technical  violations  are  in  the  major- 
ity of  the  states  fairly  easy  to  find.  The  temptation  to  seek  the 
"  relief "  afforded  by  federal  statute  and  by  state  systems  and 
escape  the  increasing  levies  made  by  state  and  local  governments  is 
too  strong  to  be  resisted  and  Oregon  now  presents  no  exception  to 
the  general  trend  toward  the  suspension  of  the  tax  on  bank  shares. 

Acting  on  the  advice  of  a  Portland  attorney,  a  group  of  national 
banks,  headed  by  the  Brotherhood  Cooperative  National  Bank, 
started  suit  in  1926  to  invalidate  the  tax  on  national  bank  shares. 
On  account  of  legal  delays  decision  was  not  reached  in  the  district 
court  until  June  17,  1928.  The  tax  imposed  on  national  bank  shares 
was  held  to  be  in  violation  of  Section  5219  of  Federal  Statutes. 
This  makes  it  impossible  without  serious  injustice  to  assess  the  tax 
on  shares  of  state  banks  and  trust  companies. 

No  new  points  of  law  were  developed  in  the  recent  decision.  In 
order  to  throw  light  on  the  difficulties  now  confronting  the  taxing 
authorities  it  is  worth  while,  however,  to  review  the  three  direc- 
tions in  which,  according  to  the  opinion  of  Judge  Bean,  state  law 
and  state  practice  offend  against  the  provisions  of  Section  5219  as 
interpreted  by  recent  court  decisions. 

In  the  first  place,  moneyed  capital  in  competition  with  bank  re- 
sources had  sought  investment  in  mortgages  which  were  specifically 
exempt  by  the  law  of  1919  from  taxation  in  any  form.  In  testimony 
before  the  Court,  Mr.  Reed,  former  county  assessor,  estimated  that 
$150,000,000  had  been  loaned  on  mortgages  in  Multnomah  County 
alone  and  that  62  per  cent  of  these  securities,  or  approximately 
$93,000,000,  were  held  by  Oregon  residents  principally  in  the  City 
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of  Portland.  Competing  capital  entirely  untaxed  found  investment 
in  a  kind  of  security  recognized  as  a  legitimate  form  of  banking 
operations. 

In  the  second  place,  certain  classes  of  bonds,  notably  those  issued 
for  state  highway  purposes,  furnish  a  field  for  the  investment  of 
moneyed  capital  owned  by  individuals  and  banks.  These  public 
bonds,  like  mortgages,  enjoyed  complete  exemption  from  taxes. 
Even  where  the  exemption  privilege  had  not  been  legally  extended, 
"  by  long-continued  and  systematic  practice  "  of  the  assessor  in 
Multnomah  County  and  elsewhere,  bonds  of  all  kinds  were  inten- 
tionally and  purposely  omitted  from  the  lists  of  taxable  property. 
It  was  shown  by  the  testimony  of  Edward  H.  Geary  in  charge  of 
the  bond  department  of  the  Security  Savings  and  Trust  Company 
that  Multnomah  citizens  probably  own  as  much  as  $250,000,000 
worth  of  bonds  and  only  $80,000  worth  of  bonds  belonging  mainly 
to  estates  in  process  of  settlement  appear  on  the  assessment  rolls  of 
the  county. 

In  the  third  place,  it  was  shown  that  numerous  financial  and  in- 
vestment corporations  engaged  in  operations  essentially  similar  to 
those  of  national  banks  were  not  taxed  at  all  or  taxed  on  a  basis 
wholly  inadequate  as  compared  with  the  capital  of  national  banks. 
In  the  language  of  the  court  "  neither  the  capital  of  these  com- 
panies nor  their  shares  of  stock  or  bonds  held  by  them  were  as- 
sessed or  taxed." 

From  the  inception  of  the  litigation  in  1926  many  banks  besides 
those  directly  involved  in  the  suit,  recognizing  in  the  Brotherhood 
Bank  suit  a  test  case,  and  anticipating  an  outcome  favorable  to  the 
banks,  began  withholding  the  tax  assessed  upon  them  under  the 
1926  roll  or  paid  such  taxes  under  protest.  The  same  policy  was 
pursued  with  reference  to  the  1927  levy.  Some  banks,  however, 
realizing  a  moral  obligation,  whatever  the  outcome  of  the  litigation, 
decided  to  pay  in  full.  Other  banks  sought  compromises  with  the 
local  authorities,  insisting  that  they  were  not  averse  to  paying  taxes 
but  that  the  levy  on  shares  called  for  excessive  contributions  from  the 
banks.  The  banks  of  Lane  County  have  twice  made  a  tender  of 
one-half  of  their  unpaid  taxes  but  the  offer  has  not  been  accepted  by 
local  authorities.  Still  other  banks,  relying  on  the  strength  of  their 
legal  position,  decided  to  stand  on  the  letter  of  the  law  and  let  the 
dead  past  bury  its  dead  taxes.  On  the  1926  levy  $428,295  remains 
unpaid.  The  1927  taxes  amounted  to  $653,205  and  one-half  of  this 
total  might,  at  the  present  time,  remain  lawfully  unpaid,  the  second 
installment  not  being  due  until  November  5th.  A  total  of  $575,802, 
or  $249,200  in  excess  of  the  second  half,  however,  remains  unpaid. 
On  the  assessment  rolls  of  the  past  two  years,  therefore,  some 
$677,495  already  due  remains  unpaid  and  the  state  faces  an  almost 
certain  elimination  of  $12,000,000  from  its  tax  rolls  and  an  annual 
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loss  of  revenue,  all  grades  of  government  considered,  of  $653,000. 
Compared  with  the  assessment  roll  of  the  state  and  the  total  tax  levy 
these  figures  are  not  large.  The  elimination  of  taxable  property 
amounts  to  1.2  per  cent  of  the  tax  roll  and  the  banks'  share  to  one 
dollar  out  of  eighty  demanded  of  Oregon  taxpayers  in  general.  In 
another  way,  however,  the  problem  is  of  large  importance.  Finan- 
cial institutions,  well  able  to  share  the  burden  of  public  functions, 
are  in  a  legal  position  to  go  scot-free  and  real  estate,  which  already 
bears  72.6  per  cent  of  the  tax  load,  must  assume  the  added  burden 
as  the  "  residual  heir"  in  each  successive  elimination,  legal  or  other- 
wise, of  intangibles  from  the  assessment  rolls. 

Moreover,  until  some  settled  and  uniform  practice  regarding  the 
payment  of  taxes  by  the  banks  has  been  established,  very  grave  in- 
equalities will  exist  between  the  banks  themselves.  Analysis  of  the 
tax  rolls  shows  that  in  many  of  the  outlying  counties  like  Baker, 
Curry,  Deschutes,  Douglas,  Grant,  Harney,  Hood  River,  Jefferson, 
Josephine,  Sherman,  Tillamook,  Wallowa,  Wasco,  and  Washington, 
taxes  as  they  fell  due  were  paid  in  full.  In  Multnomah  County, 
chief  financial  center  of  the  state,  on  the  other  hand,  only  four 
banks  paid  anything  at  all  on  the  1927  roll.  Of  these,  three  were 
small  banks  in  the  outlying  suburbs  of  Portland.  Only  one  bank  of 
considerable  size,  the  Bank  of  California,  paid  anything  at  all.  On 
the  two  tax  rolls  of  1926-1927  one  Portland  bank  has  $207,000  of 
unpaid  taxes  charged  against  it.  The  significant  thing  is  that  in 
rural  counties  and  smaller  cities  banks  have  generally  felt  the  obli- 
gation to  pay  while  in  larger  cities,  and  particularly  in  the  metrop- 
olis, banks  acting  in  concert  have  pursued  a  uniform  policy  of  non- 
payment. 

Very  serious  inequalities  have  resulted  from  the  fact  that  in  out- 
lying districts  where  the  earning  power  of  banking  capital  is  low, 
there  payment  in  full  has  been  made,  while  in  Portland  where  the 
earning  power  of  banking  capital  is  from  two  to  three  times  as  high 
the  letter  of  the  law  has  been  the  guide.  "  Unto  him  that  hath  shall 
be  given  and  from  him  that  hath  not,  shall  be  taken  away  even  the 
little  that  he  hath." 

The  policy  of  the  state  with  regard  to  the  assessment  of  bank 
capital  is  in  a  state  of  uncertainty.  So  far  as  national  banks  are 
concerned  no  attempt  will  be  made  to  assess  anything  but  real  estate 
until  remedial  legislation  can  be  brought  to  bear.  Although  but  a 
few  national  banks  were  parties  to  the  recent  suit  it  was  neverthe- 
less regarded  as  a  test  case.  /Attorney  General  I.  H.  Van  Winkle 
in  a  recent  opinion  requested  by  the  State  Tax  Commission,  held 
that  the  principle  laid  down  in  the  Brotherhood  Bank  case  is  appli- 
cable to  all  national  banks.  He  bases  his  opinion  on  Section  32, 
Article  I,  and  Section  I,  Article  IX  of  the  State  Constitution,  which 
require  uniformity  on  the  same  class  of  subjects  within  the  author- 
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ity  levying  the  tax  and  tliat  general  laws  affecting  taxation  shall 
"  operate  uniformly  throughout  the  state."  Since  state  banks  are 
not  agencies  of  the  national  government,  however,  but  creatures  of 
the  commonwealth  government,  in  the  opinion  of  the  attorney  gen- 
eral they  belong  to  a  different  class  and  may  still  be  lawful  subjects 
of  taxation. 

Any  attempt  to  continue  the  tax  on  state  banks  while  suspending 
the  tax  on  national  banks,  which,  despite  the  origin  of  their  char- 
tered powers,  are  engaged  in  essentially  the  same  kind  of  financial 
oj)erations,  would  involve  inexcusable  inequalities,  even  though  the 
policy  might  have  some  legal  support.  A  discrimination  so  obvious 
would,  moreover,  raise  the  question  of  equal  protection  under  the 
federal  constitution  and  the  clause  of  the  state  constitution  requir- 
ing uniformity  on  the  same  class  of  subjects  throughout  the  state 
may  be  open  to  other  constructions  than  that  which  the  attorney 
general's  office  has  given.  At  any  rate,  the  policy  of  continuing  the 
tax  on  state  bank  shares  is  likely  to  be  productive  of  more  rancor 
than  revenue  and  more  litigation  than  lucre. 

Pending  the  outcome  of  an  appeal  which  has  been  taken  to  the 
federal  supreme  court  the  state  tax  commission  has  decided  to  con- 
tinue the  policy  of  assessing  shares  of  stock  in  both  national  and 
state  banks  on  the  old  basis.  On  August  22  an  order  was  issued  to 
county  assessors  to  assess  the  stock  of  banks  as  usual  in  spite  of  the 
adverse  decision  handed  down  two  months  ago  in  the  Brotherhood 
Bank  case. 

If  the  lower  court  is  upheld  on  appeal,  and  a  long  line  of  de- 
cisions point  unmistakably  to  that  outcome,  the  state  will  find  itself 
in  a  difficult  position  as  to  the  present  legal  discrimination  against 
national  banks  under  Section  5219  as  defined  by  the  courts,  it 
will  be  virtually  impossible  to  tax  the  shares  of  national  or  state 
banks.  It  is  worth  emphasizing  at  this  point  that  the  discrimina- 
tion against  banks  as  compared  with  moneyed  capital  in  the  hands 
of  individuals  is  legal  and  technical  only.  The  courts,  except  in 
rare  cases  {Scldon  v.  Equitable  Trust  Company,  94  U.  S.  419)  have 
failed  to  recognize  the  significant  difference  between  moneyed  cap- 
ital employed  as  a  basis  of  banking  operations  and  moneyed  capital 
used  as  a  mere  instrument  for  making  investments  directly.  Where 
moneyed  capital  is  used  for  investment  only,  a  definite  limit  is  fixed 
to  the  extent  of  operations  by  the  available  capital  itself.  The 
banker,  on  the  other  hand,  uses  his  initial  capital  to  set  up  an  estab- 
lishment which  commands  confidence,  attracts  deposits,  and  supplies 
a  foundation  for  a  vast  superstructure  of  credit  which  is  lent  to 
borrowing  customers  and  yields  interest  to  the  lending  institution. 
Through  what  Horace  White  has  called  "the  manufacture  of 
credit "  a  bank  magnifies  its  lending  power.  It  involves  no  ex- 
aggeration to  say  that  moneyed  capital  employed  in  banking  opera- 
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tions  is  eight  or  ten  times  as  potent  as  the  same  capital  used  in 
ordinary  investment  operations.  The  loans  and  discount  and  in- 
terest-bearing investments  of  Oregon  banks  amount  to  $268,000,000 
while  the  entire  capital,  surplus  and  undivided  profits  amount  to 
$35,000,000.  The  paying  investments  of  bankers  are  thus  eight 
times  the  invested  capital.  Failure  to  recognize  this  elementary  fact 
regarding  the  nature  of  banking  has  caused  many  a  court  decision 
to  be  based  on  the  indefensible  proposition  that  equality  demands 
the  taxation  of  individual  and  banking  institutions  at  the  same  rate 
on  owned  resources  in  the  form  of  moneyed  capital. 

Furthermore,  banks  are  not  overburdened  as  compared  with  other 
lines  of  business  even  when  the  tax  on  bank  shares  is  combined 
with  a  tax  on  real,  estate.  Reference  should  be  made  to  the  study 
of  Jens  Jensen  of  the  University  of  Kansas  in  the  December  bul- 
letin of  the  National  Tax  Association.  Professor  Jensen  has 
shown  that  the  burden  on  banks  is  lower  than  that  on  railways  and 
insurance  companies  whether  measured  by  the  value  of  shares  or 
by  gross  earnings  or  by  dividends  paid.  The  disparity  of  tax  bur- 
dens when  banking  is  compared  with  farming  is  still  more  striking. 
Although  the  popular  imagination  has  somewhat  exaggerated  the 
profits  of  capital  employed  in  banking,  National  and  State  banks  in 
Oregon  during  the  year  1927  realized  a  net  addition  to  profit,  after 
taxes,  depreciation,  and  expenses  had  been  allowed  for  in  full,  of 
something  more  than  two  and  a  half  million.  This  represented  a 
return  of  12.4  per  cent  on  capital  stock  and  8.8  per  cent  on  invested 
capital.  In  Portland  banking  operations  were  attended  by  larger 
profit  and  national  banks  realized  a  return  of  20  per  cent  on  capital, 
and  on  capital  and  surplus  a  little  over  14  per  cent.  Returns  for 
the  year  1927  were  somewhat  augmented  by  the  fact  that  taxes 
assessed  on  bank  shares  were  paid  only  in  part.  For  this  reason  the 
year  1925,  antedating  the  suit  to  annul  the  tax  on  national  bank 
shares,  may  supply  a  better  index  of  earning  power  under  normal 
conditions.  In  that  year  the  ratio  of  net  profit  (after  taxes  had 
been  paid  in  full)  to  capital  was  8.9  per  cent  and  to  invested  capital 
6.3.  The  dividend  rate  on  Oregon  bank  shares  has  not  been  high, 
except  in  a  few  Portland  banks,  but  during  the  past  four  years, 
despite  a  decrease  in  the  number  of  banks  and  a  reduction  of  two 
million  in  capital  stock,  some  $508,000  has  been  added  to  surplus 
and  undivided  profit.  Analysis  of  the  facts  regarding  earnings  and 
invested  capital  show  that  Oregon  banks  can  pay  the  tax  on  shares 
while  still  making  substantial  additions  to  invested  capital  and  pay- 
ing average  dividends  of  six  per  cent. 

Under  limitations  imposed  by  the  recent  decision,  provided  it  is 
not  reversed  by  the  higher  court,  what  can  Oregon  do  to  reach  the 
tax-paying  ability  of  banks?  The  answer  is,  without  change  in  her 
laws,  practically  nothing,  and  with  such  changes  as  are  consonant 
with  the  federal  statute  nothing  adequate  to  the  situation. 
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Referring  again  to  points  of  conflict  between  Oregon  law  and 
practice  and  the  requirements  of  Section  5219,  it  will  be  found  that 
the  state  to  qualify  for  the  restoration  of  the  bank  tax  must  (a) 
repeal  the  exemption  of  mortgages  and  again  tax  them  at  the  pre- 
vailing rate  applied  to  tangible  property  and  to  bank  shares;  (b) 
make  a  substantial  effort  to  tax  stocks,  bonds,  and  corporation 
securities  at  the  same  high  rate,  and  (c)  tax  on  capital  stock  any 
investment  organizations  that  compete  in  any  substantial  way  with 
any  important  phase  of  banking  business. 

To  restore  the  mortgage  tax  is  undesirable.  Since  the  movement 
toward  classification  began  and  since  the  inception  of  rural  credit 
legislation,  the  exemption  of  mortgages  has  become  general  and  now 
some  33  states  in  the  union  either  exempt  mortgage  notes  or  impose 
a  light  tax  at  the  time  of  registration.  In  Oregon,  as  elsewhere, 
the  urban  tax  rate  has  risen  so  high  that  its  application  to  mort- 
gages would  absorb  a  large  share,  if  not  all,  of  the  mortgagee's  in- 
come. In  at  least  four  Oregon  counties  the  tax  rate  runs  above 
8  per  cent,  and  in  one  county  the  rate,  calculated  in  terms  of  true 
cost  value,  approximates  6>^%.  The  imposition  of  a  mortgage  tax 
sutificient  to  satisfy  the  federal  statute  would  prove  disastrous  in 
either  making  a  sweeping  increase  in  rates  on  mortgage  loans  or 
checking  the  flow  of  capital  into  the  state. 

The  second  requirement  of  a  high-rate  tax  on  intangibles  univer- 
sally applied  is  also  clearly  beyond  the  range  of  possibility.  It  is 
open  to  the  same  objections  as  the  mortgage  tax  with  the  added 
consideration  that  it  is  more  difficult  to  reach  stocks,  bonds,  and 
notes,  than  it  is  to  tax  recorded  mortgages.  A  partial  assessment 
of  intangibles  at  the  going  rate,  apart  from  the  crying  injustice  of 
the  plan,  would  not  satisfy  the  requirement  of  the  law  as  long  as 
plaintiff  banks  can  show  that  a  substantial  amount  invested  in  secur- 
ities which  the  banks  buy  remains  untaxed  or  is  taxed  at  a  lower 
rate.  One  reads  very  clearly  in  the  tone  of  Judge  Bean's  recent 
decision  the  fact  that  a  blufT  or  a  threat  or  a  pretense  at  taxation 
does  not  place  moneyed  capital  invested  in  intangibles  on  a  parity 
with  the  capital  of  national  banks. 

The  third  requirement  of  bringing  all  competing  investment 
houses,  building-and-loan  associations,  etc.,  under  the  same  scheme 
of  taxation  as  that  which  is  applied  to  national  banks  is  full  of 
complications  and  pitfalls.  Such  institutions  are  in  theory  appar- 
ently placed  under  the  same  formal  requirements  as  state  and 
national  banks,  but  assessing  authorities  have  frankly  recognized 
the  difficulties  of  applying  the  formula.  How  is  a  building-and-loan 
association  to  be  assessed  on  its  capital  ?  Aside  from  the  small 
initial  capital,  the  association's  resources  accrue  in  the  form  of 
stock  sales  paid  for  on  the  installment  plan.  These  installment 
purchases  are  not,  as  any  one  knows,  analogous  to  stock  investments 


BANK  TAX  DECISION  IN  OREGON  225 

in  the  ordinary  sense.  They  are  rather  modified  forms  of  savings 
deposits,  and  a  tax  on  a  building-and-loan  association's  stock  in  pro- 
cess of  sale  and  purchase  would  be  like  a  tax  on  a  bank's  deposits. 
To  apply  the  theory  of  the  law  and  the  demands  of  federal  court 
decisions  to  building-and-loan  associations  would  bring  most  of  them 
to  a  state  of  near  failure. 

With  some  changes  in  state  law  two  alternative  courses  are  open 
to  the  Commonwealth  of  Oregon  while  still  keeping  within  the 
limits  of  federal  statute.  In  the  first  place,  Oregon  may  go  frankly 
to  a  classified  property  tax  and  impose  a  rate  of  four  or  five  mills 
on  intangibles  fortifying  the  system  against  evasion  and  inequalities 
by  devices  adopted  in  other  states.  With  this  change  in  the  state 
system  we  could  retain  the  tax  on  bank  shares  but  at  the  same  low 
rate  as  that  which  applies  to  intangibles  in  general.  As  already 
indicated  above,  the  nature  of  the  banking  business  makes  a  low 
rate  on  bank  shares  a  very  lame  device  for  reaching  a  bank's  ability 
to  pay.  The  parity  should  be  between  intangibles  and  the  bank's 
loans  and  investments  instead  of  the  bank's  capital.  The  book  value 
of  banking  capital  in  Oregon  is  $22,000,000.  A  five-mill  tax  on 
banking  capital  would  therefore  yield,  even  with  a  hundred-percent 
assessment,  barely  $110,000  or  one-sixth  of  the  amount  now  levied 
on  shares.  If  the  book  value  of  surplus  and  undivided  profit  is  in- 
cluded along  with  capital  stock  as  a  basis  of  assessment  the  low-rate 
tax  would  yield  approximately  $150,000,  or  less  than  one-quarter  of 
the  tax  on  capital  as  assessed  at  present. 

The  second  alternative  permitted  by  the  1923  revision  of  Section 
5219  is  to  relinquish  the  tax  on  capital  entirely  and  tax  the  bank's 
income  at  the  same  rate  as  that  which  applies  to  income  from  other 
sources.  Again,  the  nature  of  the  banking  business  makes  an  in- 
come tax,  even  at  the  maximum  rate  of  six  per  cent  or  so,  altogether 
inadequate.  The  pending  Oregon  income-tax  bill  to  be  ratified  or 
rejected  at  the  November  election  was  framed  at  a  time  when  the 
outcome  of  the  suit  begun  by  seven  national  banks  could  not  be 
forecast.  Knowing  that  a  tax  on  the  income  of  banks  would  defi- 
nitely abrogate  the  tax  on  shares,  framers  of  the  bill  decided  to 
play  safe  and  exempt  the  income  of  banks  in  the  hope  that  the 
capital-stock  tax  might  be  retained.  Opponents  of  the  pending  bill 
have  stressed  the  omission  of  a  tax  on  banks  as  a  vital  defect  of  the 
measure.  As  a  matter  of  fact,  by  the  simplest  kind  of  amendment 
the  tax  on  banks'  incomes  can  be  written  into  the  law  in  case  it 
receive  an  affirmative  vote  at  the  November  election.  One  Portland 
daily  speaks  of  the  necessity  for  ''  wholesale  amendment  in  order 
that  the  banks  be  made  to  pay  at  all."  If  by  "  wholesale  amend- 
ment "  is  meant  the  elimination  of  a  single  word,  the  statement  is 
accurate.  In  subsection  11  of  Section  14,  listing  exempt  corpora- 
tions, occurs  the  word  "  Banks  ".  Striking  out  a  single  word  would 
15 
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leave  the  income  of  banks  taxable  at  the  same  rate  as  other  income. 
If  Oregon  banks  were  relieved  from  the  tax  on  capital  stock  their 
net  income  subject  to  an  income  tax  would  approximate  $2,800,000. 
Even  at  the  maximum  rate  of  six  per  cent  provided  in  the  pending 
bill,  banks  would  pay  on  income  $168,000  in  lieu  of  $653,000  as- 
sessed on  shares.  On  account  of  many  small  banks  with  incomes 
in  the  lower  brackets,  and  a  corporate  exemption  of  $2,000,  which 
alone  would  eliminate  $488,000  of  banks'  income,  the  actual  yield 
of  a  state  income  tax  on  banks  would  probably  not  reach  $100,000, 
or  one-sixth  of  the  amount  on  shares.  It  will  be  noted  that  the 
yield  of  a  low-rate  tax  on  bank  shares,  say  5  mills,  would  produce 
almost  exactly  the  same  revenue  as  an  income  tax.  The  adoption 
of  the  pending  bill,  however,  taken  in  connection  with  ♦^he  legisla- 
tion of  1927,  would  automatically  exempt  all  intangibles  where  the 
income  is  subject  to  taxation  and  force  the  same  policy  of  exemp- 
tion with  reference  to  bank  shares.  Without  repeal  of  the  contin- 
gent exemption  law  of  1927  there  would  be  no  choice  of  alterna- 
tives. The  sole  recourse  would  be  a  tax  on  the  income  of  state 
and  national  banks  and  equally  inadequate  so  far  as  reaching  the 
bank's  ability  is  concerned. 

It  appears  that  the  construction  placed  on  Section  5219  by  the 
federal  courts  definitely  closes  the  door  to  any  adequate  system  of 
taxing  national  banks.  Hence  the  manifest  necessity  for  seeking 
amendment  of  federal  statutes  so  as  to  permit  the  levy  of  a  tax 
equivalent  to  that  now  laid  upon  bank  shares.  Sound  principle 
demands  that  capital  stock  be  rejected  as  a  basis  while  leaving  the 
way  open  for  an  equivalent  tax  that  represent  a  nearer  approach  to 
equality  as  between  the  banks  concerned.  Examination  of  Oregon 
bank  statements  reveals  the  fact  that  interest-bearing  investments, 
the  source  of  banking  revenue  or  gross  returns,  averages  eight  times 
invested  capital.  There  are,  however,  Oregon  banks  in  which  the 
ratio  runs  down  to  two  and  others  in  which  it  rises  as  high  as  ten. 
Moreover,  Portland  banks  earn  nearly  15  per  cent  on  invested 
capital  while  country  banks  earn  barely  5.  When  the  tax  is  levied, 
as  in  Oregon,  on  the  book  value  of  shares,  the  higher  earning 
power  cannot  affect  the  basis  of  taxation  and  the  burden  on  outside 
banks,  measured  by  income,  is  approximately  three  times  as  heavy 
as  on  Portland  banks. 

Volume  of  business,  i.  e.,  loans  and  investments  (exempting,  of 
course,  such  bonds  as  cannot  be  taxed  by  commonwealth  govern- 
ments), would  supply  a  far  fairer  basis  for  taxation  than  the  capital 
stock.  It  may  be  a  program  too  ambitious  for  attainment,  but  if 
federal  law  could  be  recast  so  as  to  permit  the  taxation  of  national 
banks  on  loans  and  discounts  at  a  rate  not  higher  than  that  imposed 
on  moneyed  capital  coming  into  substantial  competition  the  way 
would  be  open  to  states  levying  a  low  rate  on  intangibles  to  apply 
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the  same  rate  to  banks.  This  would  make  possible  an  adequate  and 
far  more  equitable  law  than  the  irrational  basis  originally  provided 
for  by  federal  statute  and  now  rendered  unworkable  by  state  prac- 
tice and  resulting  court  decisions.  The  banks  would  immediately 
fear  the  pretense  of  a  higher  rate  applied  to  intangibles  as  a  pretext 
for  overtaxing  banks.  To  safeguard  against  this  policy  federal 
statute  might  prescribe  a  reasonable  maximum  of  4  or  5  mills,  or 
provide  that  the  rate  on  bank  shares  shall  not  exceed  one-tenth  of 
the  rate  on  real  estate.  A  four-mill  tax  on  loans  and  discounts  of 
Oregon  banks  would  yield  $613,000  or  $50,000  short  of  the  amount 
assessed  on  shares.  The  result  of  a  prescribed  maximum,  if  fairly 
low,  would  be  to  standardize  the  assessment  of  intangibles  through- 
out the  country,  an  effect  altogether  desirable.  It  would  prevent 
the  migration  of  taxpayers  from  one  jurisdiction  to  another  to  take 
advantage  of  a  low  rate  on  intangibles. 

Objection  would  be  raised  to  this  Procrustean  system  by  states 
that  prefer  a  tax  on  income  to  a  tax  on  capital  value  of  securities 
and  credits.  The  federal  statute  might  meet  this  difificulty  by  pro- 
viding an  alternative  to  the  tax  on  loans  and  discounts  in  the  form 
of  a  tax  on  banks'  net  income  provided  it  is  not  levied  at  a  higher 
rate  than  the  tax  on  the  income  of  state  banks.  The  rate  would 
have  to  be  higher  than  that  found  in  the  schedules  of  state  income 
taxes  at  present,  but  the  state  tax  on  incomes  derived  from  other 
forms  of  property  are  seldom  substitutes  for  the  levy  on  property 
while  in  the  case  of  national  bank  income  it  would  be  a  lieu  tax. 
Substantially  this  principle  has  already  been  applied  to  insurance 
companies  where  a  considerable  tax  on  premiums  is  in  lieu  of  all 
taxes  with  the  exception  of  the  usual  levy  on  real  estate.  This 
proposed  income  tax  at  a  higher  rate  would  put  banks  in  a  class  by 
themselves  and  open  up  the  possibility  of  discrimination  against 
them.  The  fear  of  discriminatory  legislation  against  banks  is,  in 
the  opinion  of  the  writer,  largely  illusory,  but  again  could  be  fore- 
stalled by  fixing  a  maximum  rate  above  which  no  state  levy  on  in- 
come of  banks  could  go,  say  not  exceeding  four  times  the  maximum 
rate  on  incomes  from  other  sources.  On  a  net  income  of  $2,800,000 
realized  by  Oregon  banks  a  tax  of  25  per  cent  would  yield  approx- 
imately the  same  as  the  tax  now  assessed  on  capital  stock. 

With  these  two  options  open  to  the  states  they  would  be  free  to 
choose  an  adequate  basis  for  taxing  national  banks  while  at  the 
same  time  not  doing  violence  to  their  own  systems  of  taxation. 
The  banks  themselves  would  be  safeguarded  against  arbitrary  or 
excessive  levies  and  the  tax  on  loans  and  discounts  or  upon  income 
would  represent  a  fairer  basis  as  between  bank  and  bank. 

Chairman  Haig:  I  hope  that  the  speakers  will  bear  with  the 
chairman  sympathetically  as  he  tries  to  apply  the  rules  of  the  Con- 
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ference.  It  is  not  a  pleasurable  matter  to  rap  the  gavel  when  the 
clock  reaches  a  certain  point,  but  I  think,  in  fairness  to  all,  that  the 
rules  should  be  strictly  observed. 

We  now  have  a  limited  time  to  hear,  I  imagine,  from  a  number 
of  people.  If  you  will  grant  me  the  indulgence,  I  would  like  first 
to  call  on  one  or  two  people  from  whom  I  am  particularly  eager 
that  the  Conference  receive  a  message.  First  of  all,  if  you  are 
willing,  I  should  like  to  ask  Mr.  Long  of  ^Massachusetts  to  say  a 
word  with  regard  to  the  legal  situation  under  their  arrangement, 
where  they  are  now  operating  under  the  fourth  method. 

Henry  F.  Long  (Massachusetts):  Mr.  Chairman  and  Friends: 
I  will  try  to  be  very  brief,  and  not  dwell  at  all  on  the  merits  or 
demerits  of  the  particular  way  that  we  tax  banks  in  Massachusetts, 
but  briefly  will  say  that  we  do  tax  them  and  business  corporations 
on  the  measure  of  income. 

When  we  were  faced  with  the  proposition  of  finding  a  new  way 
of  taxing,  we  had  to  put  business  corporations  on  the  same  basis  as 
banks  and  trust  companies,  included  with  national  banking  associa- 
tions. We  used  for  that  purpose  the  return  made  to  the  federal 
government  by  banks,  trust  companies  and  foreign  and  domestic 
business  corporations. 

To  that  net  income,  which  you  are  all  familiar  with,  which  is 
necessary  to  be  returned  to  the  federal  government,  for  the  purpose 
of  increasing  our  revenue  slightly  in  Massachusetts  and  making  it 
appear  respectable  we  add  all  other  income  not  required  to  be  re- 
turned to  the  federal  government,  except  dividends  on  corporations 
organized  under  the  laws  of  Massachusetts  and  dividends  paid  in 
liquidation  of  capital. 

Now,  you  all  readily  see  that  that  brings  into  the  net  income 
amount  to  be  taxed,  income  which  comes  from  Liberty  bonds,  from 
municipal  bonds  and  from  other  kinds  of  investments,  like  certifi- 
cates of  indebtedness,  which  we  ordinarily  think  of  as  being  exempt 
in  the  hands  of  an  individual  or  in  the  hands  of  a  corporation,  and 
which  the  federal  government  does  not  require  to  be  returned  for 
income  taxation.  Our  legal  excuse  for  doing  that  is  that  we  lay 
an  excise.  An  excise,  as  all  of  us  know,  is  a  tax  on  a  privilege. 
We  tax  the  privilege  of  a  trust  company  doing  a  trust  company 
business  in  Massachusetts.  We  tax  an  excise  on  the  foreign  and 
domestic  business  corporation  for  the  right  and  privilege  to  do 
business  in  Massachusetts  which,  without  the  consent  of  the  sov- 
ereign, could  not  be  done.  We  step  over  the  line,  I  think,  a  bit  in 
saying  that  we  tax  the  national  bank  for  the  excise — whether  it  will 
be  sustained  or  not  we  do  not  know — but  with  the  last  amendment 
to  5219  Congress  has  said  that  we  cannot  lay  an  excise. 

Now,  if  we  can  lay  an  excise,  the  courts  have  always  held  that 
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we  can  measure  an  excise  by  any  kind  of  income.  We  feel  in 
^lassachusetts  that  we  are  legally,  at  least  so  far,  sound,  that  we  can 
tax  our  state  banks,  our  trust  companies  and  our  foreign  or  domestic 
business  corporations  on  income  from  what  otherwise  would  be  a 
tax-exempt  source,  because  we  are  not  taxing  the  thing  itself.  We 
are  using  that  thing  as  a  measure  for  the  determination  of  an  ex- 
cise tax. 

We  feel  further  that  the  United  States  Supreme  Court  will  sus- 
tain us.  A  business  corporation  in  Massachusetts,  called  the  McAllen 
Company,  had  accumulated  some  five  or  six  millions  of  dollars  in 
surplus,  not  needed  in  the  conduct  of  the  business,  which  they  in- 
vested in  Liberty  bonds,  and  the  income  from  that  is  included  in  our 
tax  as  a  measure  of  the  excise  that  they  shall  pay  the  Common- 
wealth of  Massachusetts.  They  have  brought  suit  on  the  ground 
that  in  substance  we  were  taxing  the  thing  itself,  and  that  the  fed- 
eral government,  through  its  Supreme  Court,  would  not  sustain  a 
tax  on  that  income.  Our  defense,  of  course,  is  that  we  are  not 
taxing  the  thing  itself,  we  are  merely  using  the  thing,  which  would 
be  invalid  to  tax  as  a  property  tax,  as  a  measure  of  the  excise,  and 
we  place  our  entire  thought  that  we  will  be  sustained  in  the  fact 
that  the  Supreme  Court  of  the  United  States  has  not,  as  yet,  over- 
ridden their  decision  in  the  Flint  and  Stone-Tracy  case,  in  spite  of 
the  fact  that  the  Panhandle  Oil  Co.  v.  St.  of  Mississippi  case,  the 
last  one  handed  down,  seems  to  go  as  they  did  in  the  Quaker  City 
case,  quite  in  that  direction. 

We  went  to  the  Supreme  Court  on  an  accurate  statement  of  facts 
and  reserved  it  for  the  full  bench.  The  case  is  clear.  The  Com- 
monwealth puts  its  own  thought  in  that  we  tax  an  excise,  and  there- 
fore are  not  taxing  the  property.  On  the  other  hand,  the  company 
says  that  is  a  mere  fiction  and  that  you  are  taxing  the  thing  which 
is  exempt  under  the  law.  We  hope  the  court  will  sustain  us,  but 
whichever  way  it  goes,  whether  the  company  wins  or  the  Common- 
wealth wins,  the  case  will  go  to  the  United  States  Court.  We  think 
the  court  will  sustain  it  in  line  with  the  Flint  and  Stone-Tracy  case, 
and  the  others  feel  the  other  way  round;  but  before  the  end  of  the 
year  it  will  be  known  what  our  own  court  has  decided,  and  we  hope 
it  will  be  in  our  favor  and  that  the  Supreme  Court  of  the  United 
States  will  sustain  us. 

George  H.  Sullivan  (Minnesota)  :  I  want  to  ask  a  question  of 
the  speaker  with  reference  to  the  operation  of  the  Massachusetts 
law.  I  just  wish  to  inquire  what  the  excise  method  in  Massachu- 
setts has  produced  by  way  of  taxation  of  national  banks  as  com- 
pared with  what  they  paid  before  the  excise  system  was  in  operation. 

Mr.  Loxg:  ]\Ir.  President,  of  course  that  opens  up  a  long  line  of 
discussion,  and  I  am  kind  of  between  two  thoughts.     I  think  this  is 
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fair  to  say.  that  when  we  ori;>?inally  taxed  banks  on  the  share  value, 
and  received  from  them  approximately  $2,800,000,  they  were  pay- 
ing a  lot  more  than  they  ought  to  pay.  The  share  of  the  national 
bank  was  easily  found  and  was  easily  taxed.  The  share  of  other 
business  corporations  either  was  not  sought  after  or  it  was  not  taxed 
because  of.  perhaps,  local  conditions. 

Now  we  have  run  down  in  our  tax  from  $2,800,000  to  $550,000, 
which  has  now  slgihtly  gone  back  and  tliis  year  will  be  approxi- 
mately $750,000. 

Also  in  line  with  that  thought,  it  may  be  well  to  say  that  a  great 
many  of  the  banks  in  the  East,  particularly  in  Massachusetts,  are 
perhaps  experiencing  something  that  you  did  in  the  West,  they  got 
pretty  bad  loans  during  the  war,  and  they  had  red  ink  when  they 
were  writing  everything  down  in  black  ink,  and  they  have  taken 
some  very  heavy  losses;  so  that  our  very  large  banks  have  written 
off  millions  in  bad  loans,  against  income  which  otherwise  would  be 
taxed. 

So,  I  am  strongly  of  the  opinion  that  neither  the  1921  tax  or  our 
present  tax  is  a  fair  measure.  However,  it  probably  is  true  that 
the  bank  should  pay  a  little  more.  How  much  I  do  not  know,  but 
I  do  know  that  neither  one  of  the  figures  we  now  have  is  a  fair 
determination  of  how  it  will  work  under  this  law. 

And  just  this  further  thought:  In  order  to  comply  with  Section 
5219  of  the  Revised  Statutes  we  wrote  into  our  law  almost  exactly 
the  same  language  that  5219  carries,  and  we  undertake  to  find  the 
percentage  of  tax  on  this  net  income,  which  we  levy  against  banks, 
by  determining  what  the  foreign  and  domestic  business  corporations 
pay  on  their  income. 

Now,  we  tax  the  foreign  and  domestic  business  corporations,  a 
measure  of  tax  based  on  income  and  on  corporate  excess  which,  for 
the  purposes  of  these  brief  remarks,  can  be  said  to  be,  what  their 
net  asset  worth  is.  In  1927  that  rate  was  5.34.  That  was  the  com- 
parison with  the  foreign  and  domestic  business  corporations  as 
against  their  income.  In  1928  that  has  gone  up  to  5.64;  so  that  if 
the  foreign  and  domestic  business  corporations  become  prosperous 
and  pay  substantial  taxes,  the  banks  themselves  will  have  a  large 
rate  against  it. 

Xow.  briefly,  we  charged  off  on  the  banks  in  1927,  which  is  the 
net  income  we  apply  our  rate  to  for  1928.  close  onto  $12,000.000 — 
in  1927.  Xow.  if  that  $12,000,000  could  be  used  as  against  5.64,  it 
would  increase  the  amount  of  tax  that  we  have  in  Massachusetts  as 
against  the  $2,800,000  in  1921,  to  approximately  45  per  cent  of  them. 

And  this  thing  is  also  further  to  be  said,  if  we  were  to  tax  under 
our  income-tax  law  dividends  coming  to  our  own  citizens  from 
Massachusetts  corporations,  and  then  we  could  include  the  divi- 
dends coming  from  national  banks,  we  could  increase  that  amount 
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so  we  would  have  close  onto  65  per  cent  on  the  amount  we  did  get 
in  1921 ;  but  at  the  present  time  we  have  only  about  25  or  30  per 
cent  of  the  amount  we  got  in  1921.  I  want  to  be  fair  about  it  and 
state  the  facts.  I  think  there  is  a  great  deal  to  be  said  on  both  sides 
of  it,  although  I  am  in  favor  of  any  method  which  will  bring  about 
a  fair  tax  all  the  way  around,  so  we  won't  have  this  constant  squab- 
bling. I  did  not  want  to  be  placed  in  the  position  of  saying  any- 
thing, either  on  one  side  or  the  other,  which  would  not  be  fair  and 
would  not  be  traced  out  as  being  perfectly  honest  to  the  banks  and 
to  the  commonwealth  itself. 

Chairman  Haig  :  The  floor  is  now  available. 

C.  P.  Link  (Colorado)  :  Ladies  and  Gentlemen:  This,  of  course, 
is  not  the  largest  problem  we  have  to  reckon  with,  but  in  the 
judgment  of  many  of  us  it  is  the  most  vital  question  at  this  time,  not 
because  it  affects  revenue  most  seriously  at  all,  because,  fortunately, 
it  does  not. 

In  our  states,  farm  lands,  city  real  estate,  utility  corporations, 
manufacturers,  merchants,  live  stock  and  a  few  other  tangible  things 
pay  the  great  burden  of  taxation,  so,  fortunately,  this  is  not  going 
to  bankrupt  any  state.  But,  I  submit  to  this  Conference,  as  many 
of  you  who  have  attended  for  ten  years  know,  that  this  question  has 
come  up  again  and  again,  and  as  a  matter  of  principle  this  is  a  most 
vital  question.  I  submit  that  it  is  a  very  dark  chapter  in  the  history 
of  the  United  States  when  any  class  of  business,  particularly  the 
great  business  of  national  banks,  asks,  receives  and  holds  an  unfair 
preference  in  state  taxation  over  all  other  classes  of  property  and 
business. 

Now,  fortunately,  the  National  Tax  Association  in  the  judgment, 
I  think,  of  any  fair  person  after  years  of  careful  consideration  and 
much  attention  on  both  sides,  has  written  a  perfectly  splendid  record 
on  this  question.  Those  of  you  who  were  at  White  Sulphur  Springs 
a  few  years  ago  will  remember  it  came  up  in  our  Conference,  and 
we  hope  it  will  not  come  up  now,  on  resolutions,  as  it  might  have 
done,  but  after  very  careful  consideration,  as  I  said,  after  years  of 
argument,  this  Association  very  properly  and  very  courteously  asked 
Congress  to  relieve  the  states  from  any  hindrance  in  taxing  national 
banks,  just  as  farmers  or  any  one  else  have  never  asked  or  received 
any  special  or  preferential  treatment. 

Therefore,  let  it  be  said  to  the  splendid  credit  of  the  National 
Tax  Conference,  and  the  Association — it  is  so  hard  to  distinguish 
technically  between  the  two — the  Association  faced  the  thing  man- 
fully and  wrote  the  record;  and  we  have  that  back  of  us  in  asking 
Congress  to  give  the  states  a  square  deal  on  this  proposition. 

I  want  to  state  that  in  Colorado  we  have  had  the  exemption  of 
secured  notes,   which  was  sustained  by  our   Supreme   Court.     We 
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have  had  that  law  for  over  twenty-five  years;  and  no  bank,  be  it 
said  to  the  credit  of  the  national  and  state  banks  in  Colorado,  has 
legally  questioned  that  contention. 

The  members  of  our  Tax  Commission  meet  with  the  bankers,  and 
we  have  been  the  clearing-  house ;  and  every  time  the  thing  comes 
up  we  take  it  up  frankly  with  them,  and  our  bankers  are  paying 
today  on  the  valuation  of  their  stock,  which  has  been  explained  as 
unfair,  because  income  is  not  taken  into  consideration;  but  they  are 
paying  in  Colorado  just  like  the  farmer  or  a  utility  corporation,  and 
they  are  very  fair  and  efficient. 

Just  recently,  however,  an  effort  has  been  made  to  take  advantage 
of  the  situation,  which  we  hope  the  better  bankers  will  suppress; 
and  I  want  to  state  that  personally  I  happen  to  have  been  in  many 
of  the  movements  in  issue,  and  in  so  far  as  I  have  met  with  the 
bankers  themselves,  we  have  had  splendid  reception  on  the  proposi- 
tion that  they  are  willing  to  pay  their  part. 

The  Colorado  Tax  Commission  up  to  this  time  has  been  unan- 
imous on  this  proposition.  We  differ  on  many  things.  We  are 
divided  this  year  on  some  things;  but  we  have  always  been  a  unit 
up  to  this  time,  that  the  states  should  get  a  square  deal  in  this  matter. 

Of  course,  we  all  concur  in  the  income-tax  principle,  I  hope. 
Unfortunately,  we  cannot  apply  the  income-tax  principle  to  farm 
lands,  city  real  estate,  utility  corporations  and  these  other  matters 
under  the  proper  system  as  it  should  be  applied. 

Now,  I  submit,  is  it  fair  to  get  back  to  a  plan  that  will  allow 
national  banks,  or  any  other  splendid  class  of  business  property,  to 
pay  4  per  cent  or  2  per  cent  or  6  per  cent,  when  these  other  great 
classes,  who  are  paying  the  great  bulk  of  our  state  and  local  rev- 
enue, are  paying,  very,  very  seldom,  less  than  10  per  cent  of  their 
net,  and  frequently  all  of  their  net,  in  Colorado,  just  as  farmers 
everywhere.  There  isn't  one  farmer  in  five  that  has  made  any 
profit,  and  yet  they  are  paying  very  heavy  taxes.  And  so  it  is  with 
city  real  estate  and  utility  corporations.  Why,  bless  your  souls, 
delegates,  it  is  a  common  every-day  occurrence  in  Colorado  for 
utility  corporations  to  come  to  our  commission  and  show  us  where 
they  are  paying  from  8  or  10  up  to  30  and  40  per  cent  of  their  gross 
in  property  taxes  in  Colorado. 

Mark  Graves  (New  York)  :  Mr.  Chairman  and  Ladies  and  Gen- 
tlemen :  I  have  been  very  much  interested  in  this  question  of  bank 
taxation  for  some  time.  I  have  been  examining  rather  carefully 
the  arguments  that  are  advanced  for  a  change  in  Section  5219.  My 
mind  is  open  as  to  whether  Section  5219  should  or  should  not  be 
changed.  I  am  not  at  all  impressed  by  the  argument  that  in  given 
states  if  5219  be  complied  with,  taxes  of  banks  are  going  to  be 
lower.     An  argument  that  banks  are  not  paying  their  fair  or  their 
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just  share  of  the  tax,  or,  as  one  of  the  previous  speakers  has  said, 
that  in  his  state  the  tax  would  not  be  adequate,  is  not  impressive  to 
me.  What  I  think  needs  to  be  done  is  to  make  a  careful  analysis 
of  the  situation  and  see  where  the  right  and  the  correct  thing  lies. 

The  one  argument  which  seemed  to  me  might  have  some  validity, 
which  has  been  advanced  in  writing  by  members  of  this  Associa- 
tion, was  that  shares  of  bank  stock  should  be  taxed  higher  than 
other  intangibles,  because  in  the  case  of  other  intangibles  you  had 
an  evidence  of  an  interest  in  property,  which  had  already  paid  a 
full  tax  somewhere,  and  that  in  the  case  of  the  share  of  bank  stock, 
you  had  evidence  of  an  interest  in  property  which  had  not  paid  a 
full  share.  It  was  for  that  reason  that  the  argument  impressed  me, 
more  or  less,  that  I  undertook  to  make  an  analysis  of  that  situation. 

The  assumption  seemed  to  be  that  intangibles  should  be  thrown 
into  two  groups ;  one,  bank  shares,  which  should  be  taxed  at  the 
full  general  property  rate,  or  something  approximating  it ;  and  that 
all  other  intangibles  of  every  description  should  go  into  another 
group  and  be  subjected  to  a  very  low  rate  because  they  represented 
interest  in  property  which  had  already  paid  a  full  tax. 

Upon  analysis  I  found  this  to  be  the  situation :  On  February  28, 
1928,  the  National  Banking  Associations  of  this  country  had  in- 
vested in  real  estate  a  sum  equivalent  to  24  per  cent  of  their  capital, 
surplus  and  undivided  profits.  Now,  that  argument  cannot  be  valid 
as  to  that  24  per  cent,  because  in  respect  of  that  property  the  banks 
are  already  paying  a  full  property  tax. 

I  carried  my  analysis  a  step  further,  and  I  found  that  the  banks 
had  invested  in  bonds,  both  tax-exempt  and  taxable,  and  in  shares 
of  stock  and  in  other  intangibles,  a  sum  equivalent  to  more  than 
200  per  cent  of  their  capital,  surplus  and  undivided  profits. 

Now,  as  I  see  the  situation,  a  share  of  bank  stock  is  intangible 
personal  property.  It  represents  an  interest  or  an  equity  in  the 
business  of  that  bank ;  and  when  I  find  that  261  per  cent,  or  some 
equivalent  to  261  per  cent,  of  the  capital,  surplus  and  undivided 
profits  of  national  banking  associations  is  now  invested  in  real 
property,  which  has  paid  a  full  tax,  or  in  stocks  and  bonds  of  the 
precise  character  which,  if  held  by  individuals,  we  say  should  be 
taxed  at  2  mills  or  4  mills  or  5  mills,  I  say  that  under  those  condi- 
tions I  see  no  particular  reason  to  support  the  argument  made  by 
some,  that  shares  of  bank  stock  should  be  put  in  a  separate  classifi- 
cation and  taxed  at  the  general  property  rate,  as  the  Norbeck  bill 
would  have  it,  or  at  some  considerably  higher  rate  than  intangibles. 

On  the  one  point  that  Professor  Gilbert  made,  I  agreed  with  him 
in  1923,  that  if  the  income-tax  method  were  used  we  ought  to  tax 
the  income  of  banks  higher  than  we  taxed  others.  After  more 
mature  consideration  I  reached  the  opposite  conclusion.  We  have 
an  income  tax  on  banks  in  New  York,  and  when  I  was  called  upon 
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to  explain  to  the  Governor  of  the  State,  ]n-ior  to  his  approval  of  the 
bill,  I  put  it  to  him  this  way:  I  said,  if  tlie  banking  business  was 
much  more  profitable  than  all  other  lines  of  endeavor,  then  a  mil- 
lion dollars  invested  in  banking  business  will  earn  more  income 
than  a  million  dollars  invested  in  some  other  line  of  industry;  and 
if  that  million  invested  in  the  banking  business  earns  more  than  the 
other  million,  we  will  simply  have  more  dollars  to  tax.  I  see  no 
reason  at  all  for  imposing  a  higher  rate  of  income  tax  on  national 
banking  associations. 

Chairman  Haig:  I  should  like  to  make  the  following  announce- 
ment in  an  effort  to  clear  Friday  from  the  program.  I  wish  to 
announce  that  the  paper  which  has  been  announced  for  Friday 
morning,  entitled  State  Supervision  and  Equalization  of  Local  As- 
sessments, by  Professor  R.  Wayne  Xewton,  of  the  Michigan  State 
College  of  Agriculture,  will  be  read  this  evening  instead  of  Friday 
morning.  Please  remember  that  tonight's  session,  the  Wednesday 
evening  session,  will  be  held  in  the  Junior  Ball  Room  on  the  second 
floor  of  this  hotel. 

Oscar  Leser  (^Maryland):  Mr.  Chairman,  Ladies  and  Gentle- 
men :  I  have  been  interested  in  this  bank-tax  question  from  the  be- 
ginning, and  was  one  of  the  small  committee,  of  which  Mr.  Link 
was  also  a  member,  that  represented  the  tax  authorities  of  the  dif- 
ferent states  in  our  controversies  at  Washington.  I  suppose  I  went 
there  twenty  times,  attended  a  half-dozen  hearings  and  took  part  in 
most  of  them.     I  think  we  ought  to  get  down  to  fundamentals. 

Section  5219  was  passed  in  1863,  shortly  after  the  creation  of  the 
national  bank  system.  No  provision  was  made  in  the  original  act 
creating  that  system  for  the  taxation  of  shares,  and  when  it  was 
discovered  that  the  shares  could  not  be  taxed,  5219  was  passed  with 
certain  conditions  guaranteeing  the  shareholders  against  discrimi- 
nation. That  was  done  at  a  time  when  it  was  justifiable  for  Con- 
gress to  act  as  the  wet  nurse  of  the  national  banks. 

There  was  at  that  time  not  in  existence  the  fourteenth  amendment 
to  the  federal  constitution.  There  was  also  more  or  less  prejudice 
of  the  North  against  the  South,  and  probably  a  prejudice  against 
financial  institutions.  The  time  has  passed  for  any  special  protec- 
tion by  the  United  States  against  the  shareholders  of  national  banks. 
They  are  not  entitled  to  any  more  special  protection  than  the  share- 
holders in  railroad  companies  or  any  other  interstate  enterprises. 

What  do  they  do?  They  take  their  chances  and  they  are  guar- 
anteed against  unfair  treatment  by  the  fourteenth  amendment  to  the 
federal  constitution  and  by  the  provisions  of  the  several  state  con- 
stitutions which  prohibit  unfair  discrimination. 

That  is  the  ordinary  A-B-C  of  the  situation. 

Now,  as  to  the  comparison  between  other  intangibles  and  bank 
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shares,  the  bank  passes  on  this  tax.  All  bank  shares  existing  today 
and  known  today  were  purchased  on  the  basis  of  existing  tax  sys- 
tems. Any  substantial  reduction  in  that  is  a  gift  to  the  share- 
holders. The  banks  ask  for  a  high  rate  on  intangibles.  What  hap- 
pened in  my  state?  We  passed  our  intangible  tax  in  1896,  putting 
a  rate  of  about  4^  mills  on  bonds  and  shares  of  foreign  corpora- 
tions. The  national  banks  soon  after  that  litigated  the  question  in 
the  federal  court,  claiming  that  they  were  entitled  to  the  same  rate. 
The  case  was  decided  against  them  in  the  lower  court  and  against 
them  in  the  Circuit  Court  of  Appeals.  In  all  these  twenty-eight 
years  the  banks  have  acquiesced  in  that  decision.  They  never  car- 
ried it  to  the  Supreme  Court,  and  I  claim  that  that  indicated  they 
were  entirely  content  with  the  low  rate  on  the  other  intangibles. 

They  realized  in  the  City  of  Baltimore,  in  which  I  live,  that  it 
was  an  advantage  to  the  city  to  raise  its  income  in  the  very  first 
year  under  this  law  from  $100,000  to  $250,000,  and  to  raise  the 
basis  of  taxation,  which  in  1896  was  six  millions  on  these  intan- 
gibles, to,  in  the  first  year,  60  millions,  and  which  this  year  is  460 
millions.     They  realized  that  was  an  advantage  to  them. 

The  same  thing  is  true  to  a  more  marked  degree  in  Virginia. 
The  very  national  banks  which  took  the  case  to  the  Supreme  Court, 
and  got  us  into  all  this  mess,  just  because  the  facts  were  not  prop- 
erly developed  in  that  case,  after  winning  on  the  theory  that  a  $1.10 
rate  on  intangibles  discriminated  against  them  because  they  paid  a 
rate  of  $1.75 — these  very  banks  after  wanning  the  case  petitioned 
the  legislature  to  reduce  the  rate  on  this  alleged  competing  capital 
from  $1.10  to  .55,  and  when  the  point  was  made  that  they  would 
reduce  their  own  rate,  they  pledged  themselves  in  a  joint  agreement 
not  to  raise  the  question.  They  preferred  the  large  revenue  which 
would  come  from  a  55-cent  rate  to  the  small  revenue  which  would 
come  from  $1.10  rate. 

George  H.  Sullivan  (Minnesota)  :  Mr.  President,  Ladies  and 
Gentlemen  of  the  Conference:  It  is  impossible,  of  course,  in  five 
minutes  to  deal  with  anything  but  generalities,  but  it  is  evident  to 
all,  I  think,  from  the  statements  that  have  been  made  with  respect 
to  the  Oregon  situation  and  the  California  situation — and  they  are 
but  typical  of  all  other  states  except  Massachusetts,  New  York  and 
Wisconsin,  which  operate  under  the  alleged  income  or  excise  bases, 
that  the  state  in  the  matter  of  taxing  that  species  of  private  prop- 
erty known  as  national  banks  are  absolutely  prostrate  and  helpless, 
and  can  only  get  a  dollar  of  tax  from  a  national  bank  by  going 
down  to  the  low  rate  on  intangibles  or  by  a  gentlemen's  agreement. 

Now,  I  submit  that  is  an  intolerable  situation  for  the  so-called 
sovereign  states  of  the  Union  to  long  endure.  We  are  trying  to  get 
Section  5219  amended.     What  is  the  attitude  of  the  bankers? 


236  •>         NATIONAL  TAX  ASSOCIATION 

A  year  or  two  ago  I  was  directed,  as  chairman  of  the  national 
committee  appointed  for  that  purpose,  to  interview  Mr.  Traylor, 
who  was  then  president  of  the  American  Bankers  Association.  He 
said,  "You  are  right;  the  bankers  at  their  meeting  in  Houston 
ought  to  take  this  matter  up  with  you,  appoint  a  committee  and 
agree  upon  something  that  was  fair  and  workable." 

What  was  the  answer  of  the  Houston  convention?  It  was  an 
absolute  negative.  "  We  will  oppose  the  amendment  of  Section 
5219  in  spirit  or  letter,"  and  that  up  to  the  present  hour  is  the 
official  pronunciamento  of  the  American  Bankers  Association. 

Now,  in  Minnesota,  out  of  281  banks,  276  agreed  to  pay  their 
taxes  and  lived  up  to  it.  The  rest  have  not  paid  theirs.  Now,  when 
you  come  to  analyze  that  situation,  it  means  that  the  state  must  go 
to  Congress  and  get  Section  5219  amended  in  a  fair  way,  so  that 
fair  and  reasonable  taxes  may  be  rightfully  levied  against  the 
national  banks. 

I  have  no  prejudice  against  national  banks.  I  might  say  I  am  a 
national  banker,  if  by  being  a  director  of  one  is  a  national  banker, 
and  by  being  a  stockholder  in  several  national  banks;  and  as  such 
I  believe  that  when  my  institution  is  able  to  pay  12  per  cent  revenue 
to  its  stockholders,  after  paying  all  federal  income  and  local  and 
state  taxes,  measured  by  the  test  of  ability  to  pay,  we  ought  to  pay 
as  much  as  the  farmer  or  the  home  owner  ( great  applause )  or  those 
whose  capital  is  invested  in  commerce  and  industry.  If  that  is  not 
a  fair  measure  of  the  burden  that  ought  to  be  borne  by  them,  that 
they  all  be  placed  upon  a  parity  or  equality,  then  I  don't  know  of 
anything  that  is. 

Now,  I  want  to  say  to  you  that  there  isn't  any  form  of  capital  in 
the  world  that  is  identical  with  or  can  properly  be  compared  with  a 
dollar  in  the  banking  business.  To  compare  a  dollar  invested  in  the 
banking  business  with  a  dollar  invested  by  a  school  teacher  in  a 
bond  or  a  mortgage,  is  to  lose  sight  of  the  whole  business  and  to 
blind  oneself  to  the  differences.  A  bank  is  like  a  great  water  com- 
pany. It  gathers  together  into  a  great  reservoir  all  the  little  trick- 
lets  of  capital,  in  the  form  of  deposits,  which,  wherever  they  come 
from,  were  unusable  financially.  It  matches  that  capital  together 
in  a  form  that  can  be  used  in  financial  operations,  in  an  organiza- 
tion highly  skilled  and  trained  for  that  purpose,  and  loans  it  out  at 
a  high  rate  of  interest.  It  purchases  that  capital  largely  for  noth- 
ing, except  a  time  deposit  where  it  pays  a  very  low  price,  and  sells 
it  again  at  a  high  price.  Now,  that  is  banking,  and  it  is  a  business 
that  requires  skill,  experience  and  organization,  and  a  long-continued 
standing  in  the  community,  that  brings  to  the  bank  these  great  de- 
posits in  the  aggregate  coming  from  thousands  of  people. 

Now,  a  great  deal  of  what  was  said  by  Professor  Gilbert  is  true, 
but  is  it  applicable   when  you  come  to  the  differences  in   banks? 


BANK  TAXATION  237 

Here  is  a  little  bank  making  maybe  five  or  six  per  cent.  The  bank 
I  speak  of  in  my  own  community  is  in  a  community  of  7500  people. 
Now,  can  any  man,  who  wants  to  be  fair  in  measuring  out  or  deter- 
mining the  burden  of  tax  that  should  be  borne  for  carrying  on  our 
institutions,  consider  that  there  is  any  comparison  between  the  in- 
tangible represented  by  a  bond  or  mortgage  or  represented  by  a 
share  of  stock  in  a  company,  for  instance,  and  the  capital,  property 
and  organization,  of  this  great  institution,  the  bank?  I  say  there 
isn't  anything  that  can  be  compared  in  one  bank  to  another  bank. 
That  is  why  the  argument  of  my  friend  from  Indiana,  Judge  Hough, 
is  so  unanswerable,  that  the  proper  measure  of  a  tax  upon  a  national 
bank  is  the  tax  levied  upon  a  state  bank. 

But,  they  say  you  cannot  trust  your  legislature.  I  think  the  legis- 
lature can  be  trusted  to  do  justice  by  its  state  bank,  and  I  also  have 
confidence  that  the  legislatures  can  be  trusted  to  do  justice  by  the 
national  bank.  The  national  bank  is  the  product  of  the  local  com- 
munity. Its  stockholders  are  of,  and  its  capital  is  owned  by,  the 
local  community;  it  is  protected  by  our  state  laws.  Its  ability  to 
earn  and  to  pay  taxes  compares  most  favorably  with  all  other  forms 
of  industry  and  commerce,  and  certainly  are  very  supremely  greater 
than  the  opportunities  to  earn  and  pay  of  the  farmer  and  the  wage- 
earner  and  the  home-owner. 

Xow,  heretofore  our  discussions  upon  this  subject  have  been,  to  a 
more  or  less  academic  audience,  but  I  want  to  say  to  you,  whether 
you  are  in  the  state  of  Washington  or  Minnesota  or  Oregon  or 
California,  that  I  would  ask  no  better  opportunity,  if  I  were  a  can- 
didate for  governor  or  United  States  Senator,  than  to  go  into  the 
country  districts  and  into  the  cities,  where  I  could  reach  the  ordi- 
nary voter,  and  lay  the  situation  before  them  and  ask  their  verdict 
upon  the  question  of  whether  there  should  not  be  tax  equality  in 
the  tax  burden  as  between  banks  and  farmers  and  home-owners  and 
captains  of  industry;  and  I  would  think  I  had  the  greatest  advan- 
tage in  the  world  if  my  opponent  would  undertake  to  say  that  they 
ought  to  be  taxed  as  they  are  in  Pennsylvania,  the  .bankers  upon  a 
4^-mill  basis  where  the  farmers  in  that  state  are  taxed  upon  an 
average  of  32  mills  on  the  dollar. 

E.  P.  Doyle  (New  York)  :  I  think  I  ought  to  call  attention  to 
the  fact  that  you  all  know  there  has  been  a  little  difference  between 
investment  in  national  bank  stock  and  stock  of  other  corporations. 

I  call  myself  a  man  of  average  ability,  and  perhaps  20  per  cent 
of  the  money  I  have  invested  during  my  lifetime  I  have  lost,  but  in 
every  instance,  except  in  the  case  of  national  bank  investment,  I 
only  lost  the  money  I  invested.  Two  months  ago  the  Board  of  Esti- 
mates of  New  York  extended  the  retirement  age  of  a  man  seventy 
years  old,  and  one  of  the  reasons  why  they  did  it,  although  he  was 
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perfectly  able  to  do  his  work  for  two  years  longer,  is  that  for  the 
last  three  years  half  of  his  salary  has  gone  to  pay  the  amount  he 
was  assessed  because  he  owned  national  bank  stock.  He  put  all  his 
earnings  in  the  stock  of  a  national  bank  that  failed;  and  I  think 
that  ought  to  be  borne  in  niind  when  you  are  considering  the  taxa- 
tion of  national  banks. 

Investment  in  the  national  bank  is  a  little  different  from  invest- 
ment in  other  securities,  where  you  can  merely  lose  the  amount  of 
your  investment. 

Another  thing  I  want  to  call  your  attention  to  is  that  I  saw  this 
morning  a  draft  of  a  constitution  of  a  new  tax  organization,  and  I 
was  wondering  whether  that  was  a  branch  of  this  Association  or 
whether  it  was  a  desire  on  the  part  of  those  who  are  more  expert 
than  we  brother  civilians  to  disassociate  themselves  from  this  Asso- 
ciation. 

Oscar  Leser  (Maryland)  :  Just  one  question. 

Chairm.\x  Haig:  The  rule  is  a  speaker  shall  not  speak  more 
than  once  until  all  others  have  been  heard.  Is  it  the  desire  that 
Judge  Leser  shall  be  granted  the  floor  again  ? 

Mr.  Leser  :  I  only  wanted  to  ask  a  question. 

Chairman  Haig:  All  right. 

Mr.  Leser  :  Isn't  the  double  liability  of  national  banks  not  re- 
flected in  the  market  value  of  the  stock  ? 

Mr.  Doyle:  Xo.  We  have  agreed  in  one  bank  not  to  pay  divi- 
dends for  three  years.  We  have  $750,000  capital,  and  the  value  of 
the  stock  is  merely  the  amount  of  money  we  put  in.  We  paid  $160 
a  share  for  our  stock.  We  have  agreed  with  the  Federal  Reserve 
Bank  that  for  three  years  we  pay  no  dividends  to  the  stockholders, 
and  yet  if  that  bank  fails  next  year,  where  do  we  stand? 

Mr.  Leser:  You  mean  you  could  not  sell  it  for  $160,  if  you  are 
accumulating  the  profits  ? 

Mr.  Doyle:  No,  there  is  no  market  for  a  bank  only  a  year  old. 

Mr.  Leser:  That  is  all. 

C.  P.  Link  (Colorado)  :  May  I  attempt  to  answer  the  gentle- 
man's question?  Mr.  Doyle  makes  the  point  about  the  difference  in 
responsibifiy,  and  secondly  he  asks  about  another  organization. 

Ladies  and  Gentlemen,  of  course  the  100  per  cent  in  addition  to 
your  investment  is  for  the  protection  of  the  depositors.  If  we 
organize  the  bank  I  submit  in  all  good  faith  we  should  protect  the 
depositors.  That  is  all  there  is  to  the  proposition  of  bankers  having 
to  put  up  double  responsibility,  and  a  perfectly  logical  thing;  and 
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at  that  they  do  not  protect  the  depositors  when  the  banks  fail,  be- 
cause it  is  seldom  that  the  depositors  get  all  of  their  money,  and 
frequently  they  don't  get  their  money  at  all. 

Now,  on  the  second  proposition,  as  one  of  the  oldest  members  of 
the  National  Tax  Association,  I  am  very  glad  to  answer  the  ques- 
tion as  to  the  new  association  of  officials  of  states. 

I  submit,  Mr.  Chairman,  that  that  is  one  of  the  best  movements 
that  has  been  taken  up,  to  relieve  this  organization  of  this  conten- 
tion, and  the  officials  of  the  states  are  the  representatives  of  the 
taxpayers  of  all  classes,  of  the  states,  and  we  are  forming  this 
organization,  and  the  state  and  local  officials  will  not  quit  their  labor 
until  we  think  this  problem  is  fairly  well  solved. 

Mr.  Doyle:  I  saw  that,  and  I  felt  rather  badly.  Representing 
an  organization  whose  members  control  several  millions  of  real 
property,  I  thought  I  was  not  fit  to  associate  with  the  experts;  and 
then  I  remembered  a  saying  before  the  Board  of  Estimates  of  the 
Borough  of  Manhattan.  It  was  being  discussed  as  to  whether  New 
York  was  afflicted  with  efficient  or  inefficient  engineers,  and  a  very 
able  man  arose  one  day  and  said,  "  What  is  an  efficient  engineer  ?" 
and  it  was  said  that  there  are  efficient  engineers  and  there  are  in- 
efficient engineers;  and  I  am  reminded  of  the  question  of,  "What 
is  a  Welch  rarebit?"  and  the  definition  was  that  it  is  neither  Welch 
nor  rare,  that  it  is  only  a  piece  of  cheese. 

Chairman  Haig:  I  don't  know  that  the  new  organization  wishes 
to  make  a  debut  in  the  role  of  defending  itself  against  this  charge. 
If  there  is  any  one  inclined  to  deny  the  allegation,  I  would  be  very 
glad  to  hear  from  them,  or  any  further  explanation  in  regard  to  its 
purposes. 

Oscar  Leser  :  While  we  are  on  this  new  organization,  I  will  give 
you  a  better  story  than  Doyle's.  The  teacher  asked  a  pupil,  "  What 
is  a  lobster?"  and  the  boy  answered,  "It  is  a  red  fish,  that  swims 
backwards."  And  the  teacher  says,  "  A  splendid  answer,  except 
a  lobster  is  not  red,  it  is  not  a  fish,  and  it  does  not  swim  backwards." 

George  H.  Sullivax:  If  some  one  desires  an  explanation  about 
the  new  organization,  I  will  be  very  glad  to  give  it  to  him. 

Chairman  Haig:  Is  it  the  pleasure  of  the  Conference  to  hear 
from  Senator  Sullivan  ? 

Voices:  Yes. 

Mr.  Sullivan  :  The  new  organization  is  one  designed  to  fill  a 
role  that  obviously  under  the  constitution  of  the  National  Tax  Asso- 
ciation cannot  be  undertaken  by  this  Conference;  and  to  attempt  to 
so  mould  this  Association  as  to  make  it  the  promoter  of  an  amend- 
ment in  Congress  to  5219  would  be  entirely  improper.     This  is  an 


240  NATIONAL  TAX  ASSOCIATION 

open  forum  where  everybody's  ideas  on  taxation  are  aired.  The 
National  Tax  Association  pronounces  its  opinions  sometimes,  but  it 
does  not  become  a  partisan.  Now,  the  association  that  we  have 
formed  is  by  its  very  language  a  partisan  association  designed  to 
amend  Section  5219  and  to  liberate  the  states  from  the  shackles  and 
the  pernicious  restrictions  that  now  exist  in  5219;  and  that  is  its 
sole  purpose,  and.  God  willing,  we  will  work  until  it  is  definitely 
performed.     (Applause) 

Chairman  Haig:  Are  there  any  others  who  wish  to  be  heard  as 
to  our  situation  this  year?  We  still  have  fifteen  minutes  if  there 
are  others  who  wish  to  contribute  to  the  discussion. 

Philip  Zoerchkr  (Indiana)  :  Move  we  adjourn. 

(Motion  duly  seconded  and  carried) 

(Session  adjourned) 


SIXTH  SESSION 

Wednesday,  August  29,  1928.     8 :  00  o'clock  P.  M. 

Chairman  Lutz  :  Will  the  Conference  please  come  to  order? 
The  time  has  arrived,  perhaps,  when  it  would  be  well  to  think  of  a 
Nominating  Committee  for  the  purpose  of  selecting  officers  of  the 
Association  for  another  year.  The  custom  has  been  for  the  Presi- 
dent to  name  that  committee.  If  you  would  like  to  have  that  con- 
tinued I  shall  be  glad  to  entertain  a  motion  to  that  effect. 

(Motion  made  and  duly  seconded) 

(Ayes  and  Noes) 

(Motion  carried) 

Chairman  Lutz  :  The  committee  will  consist  again  of  those  ex- 
presidents  of  the  Association  who  are  in  attendance  at  the  Confer- 
ence and  I  take  the  liberty  of  adding  to  the  committee  of  ex-presi- 
dents, Mr.  Chase  of  Washington  and  ]\Ir.  Zoercher  of  Indiana. 
The  chairman  of  this  committee,  by  custom,  is  the  ranking  ex-presi- 
dent present,  who  in  this  instance  is  Governor  Bliss  of  Rhode  Island. 

Any  announcements  ? 

Secretary  Query  :  I  have  one  announcement  with  respect  to  en- 
rollment. Due  to  the  fact  that  our  enrollment  at  this  Conference 
has  exceeded  the  enrollment  of  any  previous  Conference,  I  feel  you 
would  be  interested  in  knowing  that  we  have  493  enrolled  delegates 
at  this  hour. 

Chairman  Lutz  :  The  program  for  this  evening  is  built  around 
the  problem  of  Property  Taxation  under  some  scheme  of  Modifica- 
tions of  the  General  Property  Tax;  we  may  call  it  classified  prop- 
erty tax,  or  we  may  invent  some  other  term  that  will  cover  the  case, 
but  we  all  understand  what  is  meant.  As  was  announced  to  you  at 
another  session,  after  Professor  Leland  has  exhausted  the  reason- 
able possibilities  of  the  classification  situation,  we  shall  bring  that 
part  of  the  discussion  to  a  close  and  proceed  to  another  paper  which 
is  being  moved  forward  from  the  schedule  of  the  Friday  session. 

Professor  Newton  of  Michigan  will  close  this  evening's  session 
with  his  paper  on  Assessment  Procedure.  For  the  purposes  of  the 
discussion  of  classified  property  taxation.  I  am  very  glad  to  intro- 
duce Professor  Leland  of  the  LTniversity  of  Chicago,  who  will  steer 
this  discussion  through  its  regular  course.  Professor  Leland. 
16  (241) 
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(S.  E.  Lelaxu  presiding.) 

Chairman  Leland:  To  undertake  in  a  single  meeting  a  com- 
prehensive analysis  of  the  modifications  of  the  general  property  tax 
would  be  impossible.  To  undertake  even  a  complete  analysis  of  the 
classified  property  taxes,  as  we  have  them  in  the  United  States, 
would  be  an  equally  impossible  task. 

We  have,  therefore,  omitted  from  consideration  a  number  of  the 
manifestations  of  the  classification  principle  and  have  decided  to 
devote  our  attention  to  the  topic  about  which  the  greatest  interest 
seems  to  hinge,  namely,  the  low-rate  tax  upon  intangibles. 

There  are  such  taxes,  in  general,  in  fourteen  of  our  states,  and 
we  have  several  states  having  special  taxes  on  special  types  of  in- 
tangibles, mortgage-recording  taxes,  special  taxes  on  bank  deposits, 
on  savings  deposits,  on  building-and-loan  association  shares,  and  the 
like.  These  two  we  will  only  incidentally  consider,  devoting  our 
attention  to  the  subject  of  intangibles  generally. 

For  the  purpose  of  developing  the  subject  of  classification  we 
also  decided  that  probably  the  best  plan  would  be  to  hear  from  some 
of  the  states  which  have  not  so  frequently  reported  upon  their  ex- 
periences under  classifications  systems.  We  frequently  heard  from 
Pennsylvania,  from  Maryland,  from  Connecticut,  but  this  evening 
we  have  changed  the  picture  somewhat  and  will  try  to  hear  from 
those  states  which  are  in  the  western  part  of  the  country  and  whose 
experiences  are  somewhat  newer  and  in  general  unreported. 

The  first  state  to  be  heard  from  this  evening  is  California.  It  has 
not  been  so  long  since  California  was  the  last  state  to  be  heard 
from,  upon  an  important  occasion,  but  this  evening  we  want  to  hear 
first  from  California.  It  is  my  pleasure  to  introduce  Mr.  V.  K. 
Butler,  Jr.,  of  the  American  Trust  Company  of  San  Francisco,  who 
will  tell  us  something  of  the  short-lived  tax  in  that  state. 

V.  K.  Butler,  Jr.  (California)  :  Mr.  Chairman,  Ladies  and  Gen- 
tlemen :  If  your  patience  will  permit  another  recital  of  the  Cali- 
fornia story,  I  shall  be  very  happy  to  give  it  to  you  to  the  best  of 
my  ability.  I  may  say,  however,  that  I  fear  that  the  report  of  the 
results  of  the  preferential  treatment  of  intangibles  in  California 
may  not  be  as  helpful  as  the  reports  from  other  states.  The  results, 
so  far,  have  been  rather  meager.  Perhaps  that  fact  may  be  ascribed 
to  this:  In  California  the  term  "intangible"  seems  to  have  a  two- 
fold significance.  It  connotes  first  its  ordinary  sense,  as  you  gentle- 
men know  it,  bonds,  notes,  debentures,  solvent  credit  and  the  like; 
but  the  second  sense,  universal  in  California,  is  the  original,  literal 
sense  of  the  word  "  intangible,"  which  is  untouchable,  and  that  in 
turn,  I  think,  comes  about  through  the  popular  mind  and  the  actual 
practice  under  which  intangibles  are  considered  untouchable  by  the 
tax-gatherer. 
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We  have  tried  two  experiments  in  classification  in  California  in 
the  last  four  years,  and  we  are  about  to  try  a  third.  The  two  stat- 
utes which  have  been  passed  have  been  so  short-lived  that  it  is  im- 
possible to  derive  any  real  results  from  a  critical  study  of  them. 
The  first  measure  was  in  force  for  two  years,  and  the  legislative 
child  that  followed  it  was  still-born,  for  the  act  was  declared  un- 
constitutional before  it  became  operative.  Under  the  circumstances 
I  hope  you  will  indulge  me  if  I  trace  as  briefly  as  I  can  the  history 
of  our  experimental  legislation  in  California,  and  if  I  retrace  one 
or  two  of  the  steps  which  Mr.  Elliott  took  this  morning  in  his  dis- 
cussion of  the  bank-tax  situation,  it  is  only  because  it  is  necessary 
to  an  adequate  statement  of  the  situation  of  the  two  problems,  that 
are  so  closely  related,  the  taxation  of  intangibles  and  the  bank 
situation. 

I  might  say  also  in  preface  that  the  task  of  California's  represen- 
tative in  securing  the  facts,  as  we  have  them  over  there,  is  made 
very  simple  by  the  report  of  the  newly  constituted  Tax  Commission 
in  California,  which  was  submitted  to  the  Governor  on  August  10th 
last.  The  work  is  very  well  done,  the  Commission  has  been  oper- 
ating but  half  a  year,  but  through  it  and  its  adviser,  Professor  Haig, 
it  has  assembled  very  valuable  statistical  data  from  what  was  avail- 
able, and  has  made  a  comprehensive,  straight-forward  and  very  val- 
uable report.  All  students  of  classification  will  be  very  glad  to 
know  that  this  timely  and  valuable  paper  is  available  to  them.  As 
I  told  Dr.  Haig,  on  reading  the  report,  the  best  service  I  could  do 
to  this  session  would  be  to  read  the  pertinent  parts  of  the  report, 
but  as  time  will  not  permit  that,  I  shall  have  to  make  an  informal 
summary  as  best  I  can. 

RESULTS  OF  THE  PREFERENTIAL  TREATMENT 
OF  INTANGIBLES  IN  CALIFORNIA 

V.    K.   BUTLER,   JR. 

Counsel,  American  Trust  Company, 

San  Francisco,  Cal. 

Mr.  Chairnmn,  Ladies  and  Gentlemen: 

I  am  afraid  that  a  report  of  the  results  of  preferential  treatment 
of  intangibles  in  California  will  not  be  as  helpful  to  you  as  the 
reports  from  some  of  the  other  states.  The  reason  may  be  ascribed 
in  large  part  to  the  fact  that  the  term  "  intangible  "  has  a  twofold 
significance  in  California.  The  first  is  its  usual  connotation — bonds, 
notes,  solvent  credits,  and  securities  generally.  The  second  is  its 
literal  meaning  —  "untouchable,"  and  as  construed  in  the  popular 
mind  and  actual  practice,  this  in  turn  means  "  untouchable  "  by  the 
tax-gatherer !     Our  returns  are  therefore  somewhat  meagre. 
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California  has  made  two  experiments  in  classification  in  the  last 
four  years,  and  is  about  to  try  a  third.  It  has  been  a  novel  experi- 
ence, and  diversified,  but  the  successive  plans  have  been  so  short- 
lived that  the  information  available  for  critical  study  is  limited. 
The  first  measure  was  in  effect  for  but  two  years;  and  the  second 
legislative  child  was  still-born,  for  it  was  declared  unconstitutional 
before  it  became  operative.  Yet,  the  narrative  of  our  short  story 
is  not  without  interest,  and  comparative  value.  You  will  indulge 
me  if  I  preface  my  report  of  results  of  operation  with  a  brief  re- 
view of  the  legislative  history;  and  if  I  retrace  one  or  two  of  the 
steps  of  Mr.  Elliott  who  dealt  this  morning  with  the  allied  subject 
of  bank  taxation,  it  is  because  the  reference  is  necessary  for  an 
adequate  statement 

The  task  of  California's  representative  in  describing  classifica- 
tion measures  in  that  state  is  made  easy  by  the  special  report  of  the 
Tax  Commission  which  was  submitted  to  the  Governor  two  weeks 
ago.  The  report  is  very  well  done.  It  covers,  as  you  heard  this 
morning,  the  correlated  problems  of  the  bank-tax  situation  and  the 
taxation  of  intangibles.  Although  the  Commission  and  its  adviser. 
Dr.  Haig,  have  been  at  work  but  little  over  half  a  year,  they  have 
assembled  valuable  statistical  data,  and  in  their  report  they  have 
made  a  clear,  straightforward  and  comprehensive  statement  of  the 
situation.  They  have  also  recommended  that  certain  emergency 
steps  be  taken.  As  I  told  Dr.  Haig  on  reading  the  report,  my 
greatest  service  in  this  session,  if  time  permitted,  and  the  surest  way 
to  paint  an  accurate  picture  of  the  California  situation,  would  be  to 
read  the  pertinent  parts  of  the  report.  My  informal  recital  can  at 
best  be  a  summary  of  what  is  more  adequately  covered  by  it,  and  I 
know  that  all  students  of  the  classification  problem  will  rejoice  that 
this  timely  document  is  available  to  them. 

I  have  said  that  there  have  been  two  recent  steps  looking  to 
classification  in  California..  There  are  also  two  earlier  measures 
that  should  be  mentioned.  For  many  years  before  1910  it  had 
been  the  practice  not  to  tax  mortgages  on  real  estate.  In  that  year 
a  constitutional  amendment  was  adopted  expressly  providing  that 
mortgages  be  exempt. 

The  next  step  was  taken  in  1917  when  the  legislature  enacted  that 
shares  of  stock  in  corporations  be  exempt  to  the  extent  that  the 
property  of  the  corporation  within  the  state  is  taxed.  Since  this 
legislation  there  has  grown  the  distinction  in  California  between 
so-called  "  foreign  "  and  "  domestic  "  securities,  as  they  are  termed 
in  popular  parlance.  The  terms  are  misleading  to  some  extent,  for 
they  suggest  that  the  shares  of  foreign  corporations  are  taxable  and 
that  those  of  domestic  corporations  are  exempt.  This  is  not  the 
case.  If  all  of  the  property  of  either  a  domestic  or  a  foreign  cor- 
poration is  situated  in  California  the  shares  are  non-taxable;  if  a 
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part  of  the  property  of  either  a  domestic  or  a  foreign  corporation 
is  situated  without  the  state,  the  shares  are  taxable  pro  tanto;  and 
if  all  the  property  of  any  corporation,  domestic  or  foreign,  is  with- 
out the  state,  the  shares  are  fully  taxed.  The  distinction  is  based 
upon  situation  of  property,  not  the  domicile  of  the  corporation.  The 
difficulty  of  precise  assessment  under  this  system  is  obvious  and  it 
has  resulted  each  year,  the  last  three  years  of  classification  not  ex- 
cepted, in  haphazard  administration,  and  inequality  of  operation. 
A  few-  companies  advise  their  stockholders  of  the  proportion  of 
corporate  property  situate  within  the  state,  and  even  this  figure  is 
not  determined  in  accordance  with  any  legally  fixed  standard.  In 
most  instances  a  purely  arbitrary  figure  is  fixed.  You  may  well 
imagine  the  precision  with  which  the  ordinary  taxpayer  or  assessor 
would  determine,  for  example,  the  proper  figures  for  Southern 
Pacific  Company,  California  Packing  Corporation,  and  Standard  Oil 
Company  of  California. 

Until  1924,  there  was  no  attempt  to  establish  a  preferential  rate 
or  method  of  assessment  for  taxable  intangibles  or  solvent  credits. 
Domestic  securities,  as  I  have  defined  them,  were  exempt.  Foreign 
securities  were  assessed  and  taxed  in  the  same  manner  as  other  tax- 
able property.  The  inevitable  occurred.  Arbitrary  assessment  took 
the  place  of  declaration ;  and  those  who  declared  were  severely 
•over-taxed. 

With  the  growth  of  California  in  wealth  and  population  and  the 
increase  in  large  and  diversified  security  holdings  the  imperative 
need  for  a  change  in  the  method  of  taxation  brought  about  the 
adoption  of  the  constitutional  amendment  of  1924.  This  amend- 
ment gave  the  legislature  power  to  provide  for  the  assessment  of 
taxable  intangibles  and  solvent  credits,  in  a  manner  and  at  a  rate 
■different  from  that  established  for  other  taxable  property,  and  it 
directed  the  legislature  to  provide  for  the  equitable  distribution  of 
such  taxes  to  the  county,  municipality  or  district  in  which  the  prop- 
erty was  taxed. 

Immediately  following  the  adoption  of  this  amendment,  the  1925 
legislature  passed  a  law  providing  for  the  assessment  of  taxable  in- 
tangibles and  solvent  credits  at  seven  per  centum  of  their  value. 
The  act  went  into  effect  in  1926.  That  year  and  the  succeeding  one 
are  the  only  years  in  which  it  was  c^erative. 

Early  in  1927  the  decisions  in  the  Minnesota  and  Wisconsin  bank- 
tax  cases  were  handed  down,  and  the  California  legislature,  then  in 
session,  fearing  that  its  recent  7%  assessment  law  would  invalidate 
the  California  bank-share  tax,  passed  almost  over  night  a  new  act 
providing  that  intangibles  should  be  assessed  at  their  full  value  and 
taxed  at  the  rate  of  1.45  per  centum,  the  rate  applicable  to  bank 
shares.  The  1.45%  tax  on  intangibles  was  destined  never  to  be- 
come operative.     Although   passed   in   1927.   it   did  not   affect   the 
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assessment  then  under  way.  and  the  7%  method  was  continued  in 
force  for  that  year. 

Early  in  1928  both  measures  were  held  to  he  unconstitutional  by 
the  Supreme  Court  of  CaHfornia.  Preferential  treatment  had  been 
made  possible  only  by  constitutional  amendment,  and  the  amend- 
ment of  1924  called  for  legislation  covering  three  factors — assess- 
ment, rate  and  equitable  distribution  of  the  proceeds  of  the  tax. 
The  seven-percentum  method  was  declared  void  because  it  provided 
an  assessment  method  only  and  fixed  no  rate  or  method  of  equitable 
distribution.  The  1.45%  tax  was  held  invalid  because  while  it  fixed 
a  method  of  assessment  and  established  a  rate,  it  did  not  provide 
for  distribution  of  the  tax  proceeds  in  a  manner  construed  by  the 
court  as  required  by  the  constitutional  provision. 

The  net  result  is  that  there  is  now  no  operative  statute  for  the 
special  taxation  of  intangibles,  and  if  the  strict  letter  of  the  law  is 
enforced  they  are  governed  by  the  general  provision  requiring  that 
all  property  within  the  state  be  assessed  at  its  full  value  and  in  pro- 
portion to  its  value. 

Taxpayers  this  year  have  attempted  to  work  out  their  problem 
w-ith  the  local  assessor.  Some  have  been  satisfied ;  some  not.  But 
all  are  agreed  that  the  present  situation  is  intolerable  and  that  even- 
tually we  must  recognize  that  taxation  of  the  ever-increasing  hold- 
ings of  intangibles  will  have  to  be  abandoned,  or  at  least  placed 
upon  a  separate  plane  and  based  upon  a  rate  commensurate  with 
yield. 

The  problem  of  intangibles  and  the  bank-tax  situation  imme- 
diately arrested  the  attention  of  the  newiy  constituted  tax  commis- 
sion that  started  work  with  the  beginning  of  the  year.  After  six 
months  of  study,  the  commission  has  made  its  special  report  and 
recommendation  to  the  Governor,  w'ho  has  called  a  special  session 
of  the  legislature.  It  meets  next  week  to  consider  the  submission  to 
the  voters  of  a  constitutional  amendment — our  third  experiment  in 
four  years — that  will  authorize  the  taxation  of  intangibles  at  a  rate 
not  to  exceed  four  mills,  and  the  taxation  of  bank  shares  under  the 
most  recent  method  permitted  by  Congress,  net  income  from  all 
sources  being  made  the  measure  of  the  tax. 

With  this  review  of  the  recent  unsettled  state  in  California,  we 
may  now  consider  the  results  of  the  actual  operation  of  attempted 
preferential  treatment  of  intangibles  during  the  short  period  that 
the  method  has  been  in  force. 

In  the  outline  of  report  suggested  by  your  Chairman  a  number 
of  headings  are  supplied  for  the  tabulation  of  results  in  states  where 
classification  has  been  attempted.  For  the  reasons  I  have  given,  it 
is  impossible  to  supply  all  of  these  details  in  California's  case.  We 
have,  however,  fairly  complete  data  for  1926  and  1927.  and  also  for 
1925,  the  last  year  under  the  old  regime. 
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There  are  fifty-eight  counties  in  California.  Detailed  informa- 
tion is  available  from  twenty-four  for  the  three  years  I  mention. 
These  twenty-four  counties  represent,  however,  seventy-eight  per 
centum  of  the  assessment  rolls  for  the  state,  and  the  statistics  as- 
sembled from  them  are  representative.  In  the  remaining  thirty-four 
counties  the  assessment  records  were  so  kept  that  no  distinction  was 
made  between  solvent  credits  and  intangibles  on  the  one  hand  and 
tangible  personalty  on  the  other.  Their  records  are  therefore  not 
taken  into  account. 

In  1925,  the  year  before  the  seven-percentum  assessment  law  went 
into  operation,  the  total  assessed  value  of  intangibles  taxed  in  the 
twenty-four  counties  was  eighty-one  million  dollars.  Assuming  that 
these  intangibles  were  assessed  in  accordance  with  the  general  cus- 
tom prevailing  for  other  property,  at  about  forty  per  centum  of  their 
value,  the  total  amount  of  intangibles  declared  in  these  counties 
would  be  approximately  two  hundred  millions. 

In  1926  the  assessed  value  of  intangible  personalty  declared  in 
the  twenty- four  counties  was  sixty-tive  millions.  Since  the  assess- 
ment was  at  seven  per  centum,  the  total  value  of  the  intangibles 
declared  was  approximately  nine  hundred  and  thirty  millions — 
nearly  five  times  that  of  1925. 

In  1927,  as  I  have  pointed  out,  confusion  arose  out  of  the  enact- 
ment of  the  1.45  percentum  tax  in  lieu  of  the  seven-percentum  as- 
sessment. The  latter  plan  was  continued  in  actual  operation,  how- 
ever, for  the  year,  and  the  assessed  value  of  the  property  declared 
was  seventy-seven  millions,  or  five  and  one-half  times  the  value  of 
the  property  declared  in  1925  in  the  counties  considered. 

In  neither  1926  nor  1927,  however,  was  the  assessed  valuation 
equal  to  that  of  the  year  before  the  preferential  method  was  first 
put  into  effect. 

Two  of  the  twenty-four  counties  for  which  comparative  records 
are  available  are  San  Francisco  and  Los  Angeles.  It  is  significant 
to  note  that  these  two  counties  declared  in  1925  ninety-four  per  cen- 
tum of  the  intangible  personalty  assessed  in  the  twenty-four  coun- 
ties from  which  records  are  available,  and  seventy-five  per  centum 
of  that  declared  in  the  entire  state,  as  shown  in  the  table  of  As- 
sessed Values  of  Intangibles  prepared  by  the  Tax  Commission.  In 
1926  and  1927  the  proportion  of  these  two  counties  combined 
dropped  to  eighty-eight  per  centum,  for  the  twenty- four  counties, 
and  sixty-nine  per  centum  of  the  state's  total.  These  figures,  I  take 
it,  are  subject  to  some  modification  on  account  of  continued  arbi- 
trary assessments.  Nevertheless,  the  data  suggest  that  while  there 
was  a  substantial  increase  in  the  amount  of  property  declared,  the 
rate  of  increase  was  higher  in  the  smaller  counties  than  in  the 
wealthier  and  more  populous  centers. 

Certainly  the  time  has  been  toQ  short  and  the  situation  too  un- 
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certain  to  warrant  drawing  any  definite  conclusion  as  to  the  results 
that  might  have  been  obtained  if  a  norm  had  been  established  over 
a  period  of  years.  What  will  appear  for  the  interregnum  of  1928 
is  problematical.  You  will  recall  my  saying  that  the  100%  assess- 
ment and  the  full  tax  rate  have  been  automatically  restored  this 
year.  So  they  have  been  in  law  and  theory.  But  what  local  prac- 
tice will  produce  remains  to  be  seen.  The  assessors  are  in  an  awk- 
ward situation.  One  will  understand  their  attitude  if  they  try  to 
find  a  preferential  way  to  avoid  betraying  the  confidence  of  those 
who  had  already  declared  their  intangibles  in  good  faith.  In  some 
counties  tables  of  assessed  values  have  been  locally  established  and 
unofiicially  published.  The  gap  between  the  assessor's  sheet  and 
the  market  has  been  wide  indeed,  and  the  7%  yardstick  is  found  to 
have  been  not  entirely  discarded.  This,  of  course,  is  not  ideal 
practice,  but  it  is  not  without  practical  defense.  I  mention  it  only 
as  an  instance  of  the  difficulty  and  inequality  produced  by  short- 
lived legislation  and  the  restoration  of  the  law  that  places  intan- 
gibles on  the  general  ad-valorem  plane. 

Penalties  for  non-disclosure  of  intangibles  in  California  have 
varied  with  each  successive  tax  method.  The  7%  assessment  law- 
provided  that  if  property  were  discovered  to  have  escaped  taxation 
in  the  preceding  year,  it  should  be  assessed  on  discovery  at  its  full 
cash  value.  This  meant  a  fourteen-hundred-percentum  penalty. 
The  1.45%  tax  law  fixed  a  two-hundred-percentum  penalty.  The 
present  law  contains  no  deterrent  other  than  its  all-sufficient  impo- 
sition of  the  general  tax  rate  on  the  full  cash  value  of  the  property. 

It  is  impossible  to  say  what  part,  if  any,  the  penalty  in  force  in 
1926  and  1927  played  in  spurring  taxpayers  to  declare  their  hold- 
ings. If  property  were  to  escape  discovery  for  fourteen  years,  the 
saving  in  tax  over  that  period  would  equal  the  fine  imposed,  and  as 
the  only  probable  means  of  discovery  was  the  probate  inventory  of 
the  taxpayer's  estate,  many  individuals  gambled  on  what  they  re- 
garded a  14-to-l  shot  that  their  good  health  would  continue.  Others, 
willing  to  pay  the  tax  at  the  diminished  rate,  refused  at  whatever 
cost,  to  reveal  their  investment  lists.  With  guardians,  trustees,  and 
others  in  fiduciary  capacity,  the  situation  was  different.  They  could 
not  advocate  or  risk  a  course  that  individuals  acting  in  their  own 
behalf  might  elect  to  follow,  and  they  made  full  return  unless  in- 
structed that  the  declaration  would  be  made  and  the  tax  paid  by 
the  beneficiaries.  It  will  be  interesting  to  ascertain,  if  possible, 
what  part  of  the  increase  in  market  value  of  securities  declared  in 
1926  and  1927  was  attributable  to  returns  made  by  fiduciaries. 

No  attempt  that  I  know  of  has  yet  been  made  in  California,  ex- 
cept in  the  case  of  decedents'  estates,  to  verify  personal  property  tax 
returns  through  information  obtained  at  the  source,  or  to  collect 
the  tax  through  similar  means.     Banks,  investment  bankers,  trus- 
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tees,  and  safety-deposit  companies  have  not  yet  been  asked  to  pub- 
lish their  records.  If  such  a  plan  were  tried  it  would  be  as  un- 
enforceable, unproductive  and  unhealthy  as  the  "noble  experiment" 
in  paternalistic  legislation  referred  to  this  morning,  that  promises  to 
enliven  the  presidential  campaign. 

It  has  always  been  the  practice  in  California  for  the  political 
subdivision  in  which  personalty  is  taxed  to  retain  the  proceeds  of 
the  tax.  The  1924  constitutional  amendment  provided  that  the 
funds  should  be  apportioned  among  the  county,  municipality,  or 
district  in  which  the  property  is  taxed;  and  the  amendment  now 
proposed  for  adoption  by  the  tax  commission  provides  that  the  pro- 
ceeds shall  go  not  to  the  state,  but  to  such  political  subdivisions  as 
the  legislature  shall  determine.  The  general  opinion  is  that  if  the 
tax  is  to  be  persisted  in,  the  proceeds  should  be  used  locally. 

Neither  the  tax  commission,  nor  any  student  or  observer  in  the 
California  tax  field,  cherishes  any  illusions  about  the  taxation  of 
intangibles,  or  the  revenue  that  any  classification  plan  may  be  re- 
lied on  to  produce.  In  1925  in  the  entire  state  we  declared  about 
275  millions  actual  market  value  of  intangibles;  in  1927  less  than 
a  billion  and  a  half.  What  small  part  of  the  total  holdings  in  the 
state  these  figures  represent  we  may  only  conjecture,  for  the  an- 
swer is  buried  in  the  recesses  of  the  safe-deposit  boxes  and  con- 
sciences of  the  owners. 

But  this  much  we  know.  The  total  taxes  collected  throughout 
the  state  on  solvent  credits  and  intangibles  during  the  last  three 
years  has  averaged  about  four  million  dollars,  while  the  average 
annual  amount  of  all  taxes  (exclusive  of  federal)  paid  in  the  state 
during  the  same  period  has  been  about  five  hundred  millions.  The 
tax  on  intangibles  has  produced  less  than  one  per  centum  of  the 
total.     We  must  not  lose  our  perspective. 

The  Commission  proposes  that  the  new  amendment  restrict  the 
tax  on  classified  property  to  a  rate  not  exceeding  four  mills.  No 
inflexible  standard  is  established.  The  maximum  is  fixed,  and  the 
legislature  is  left  to  work  within  it.  A  four-mill  property  tax  equals 
an  eight-percentum  income  tax ;  a  three-mill  tax  is  the  practical 
equivalent  of  the  old  7%  assessment  rate ;  and  a  one-mill  tax  equals 
a  two-percentum  income  tax.  We  shall  have  to  await  the  event  to 
know  what  rate  will  be  adopted  and  what  the  resultant  declarations 
will  be. 

I  shall  not  try  to  be  oracular,  for  this  meeting  is  called  to  hear 
different  state  reports  and  appraise  local  situations,  in  order  that 
enough  particulars  may  be  assembled  to  permit  eventual  general- 
ization with  some  degree  of  accuracy.  To  that  end  you  require  fact 
not  forecast,  experience  not  experiment;  and  I  have  tried  to  give 
you  the  facts  as  we  know  them  for  what  they  are  worth. 

I   feel  I  should  be  ungracious,  however,  if  in  concluding  I  did 
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not  stray  for  a  second  from  the  statistical  stretch  to  express  the 
keen  appreciation  that  inexpert  but  deeply  interested  lay  observers 
like  myself,  on  the  fringe  of  the  tax  field  but  in  the  hands  of  the 
tax-gatherer,  have  for  the  all-important  work  of  this  Association. 

You  will  also,  I  trust,  permit  me  in  my  optimism  to  express  the 
hope  that  your  study  and  constructive  effort  will  eventually  rid  us 
of  the  tax  on  intangibles,  at  least  in  those  centers  where  it  has  be- 
come little  more  than  a  nuisance. 

H.  L.  LuTZ  (California)  :  May  I  interrupt  the  proceedings  to 
make  this  suggestion,  that  I  have  noticed  that  a  number  of  people 
who  are  coming  late  have  looked  in  the  door  and,  seeing  no  avail- 
able seats,  have  turned  away.  I  wonder  if  some  of  you  who  are 
sitting  near  the  door  would  be  willing  to  move  up  and  occupy  these 
chairs  at  the  front,  and  make  it  possible  for  the  late-comers  to  feel 
certain  they  have  a  cliance  for  a  seat. 

Ch.\irman  Leland:  Before  we  go  on  with  our  discussion,  Mr. 
Arney  of  the  local  committee  has  a  few  announcements  to  make. 

C.  E.  Arney  (Washington)  :  Gentlemen,  I  trust  that  you  will  not 
resent  this  intrusion  upon  the  program.  While  I  make  these  an- 
nouncements I  want  to  announce  on  behalf  of  i\Ir.  Sutton  of  Salt 
Lake  City  that  those  delegates  who  intend  to  return  by  way  of  Salt 
Lake  City  are  requested  to  apply  at  the  registration  desk  in  the 
foyer  of  the  Italian  room  for  tickets  which  will  entitle  you  to  trans- 
portation from  the  depots  in  Salt  Lake  City  to  the  hotels  at  which 
you  desire  to  stop.  The  Salt  Lake  City  committee  is  particularly 
anxious  that  those  going  by  way  of  Salt  Lake  City  shall  be  their 
guests  while  in  the  city. 

One  other  announcement :  The  hotel  management  asked  me  to 
make  this  request,  that  you  notify  them  as  early  as  possible  as  to 
your  checking-out  time,  in  order  that  they  may  make  arrangements 
for  those  that  come  in  after  you.  I  think  there  is  no  need  of  my 
referring  to  the  fact  that  there  was  some  little  confusion  Sunday 
night;  those  of  you  who  came  from  the  east  appreciate  that  more 
than  those  of  you  who  came  from  the  west.  To  avoid  the  possi- 
bility of  a  similar  circumstance  the  hotel  management  would  like  to 
know  as  early  as  possible  when  you  intend  to  vacate  your  room  and 
check  out  of  the  hotel. 

Chairm.vx  Lelanu:  There  are  a  few  other  phases  of  the  Cali- 
fornia situation  that  probably  need  airing.  In  order  that  you  should 
be  fully  informed  as  to  the  status  of  California,  Mr.  Dixwell  Pierce 
of  the  State  Board  of  Equalization  will  have  a  few  things  to  say. 

Dixwell  Pierce  (California)  :  Mr.  Chairman  and  Ladies  and 
Gentlemen  of  the  Conference:  May  I  preface  my  paper  with  the 
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Irief  explanation,  that  1  have  not  attempted  to  make  it  particularly, 
or  at  all,  statistical,  for  the  reason  that  I  feel  that,  under  the  chaotic 
condition  which  has  existed  in  California  during  the  past  two  years, 
and  which  Dr.  Butler  has  already  outlined  for  your  benefit,  statis- 
tics would  be  rather  useless  if  not  actually  misleading.  Therefore, 
the  thoughts  which  I  wish  to  place  before  you  tonight  are  merely 
those  that  have  come  to  me  as  a  cog  in  a  machine  of  tax  adminis- 
tration in  California,  and  I  submit  them  for  your  consideration  and 
Icind  indulgence  for  what  value  may  appear  from  them. 

TAXATION  OF  INTANGIBLES  WITH  PARTICULAR 
REFERENCE  TO  CALIFORNIA 

DIXWELL  L.  PIERCE 

Attorney-at-Law 

Secretary,  State  Board  of  Equalization,  Sacramento,  Cal. 

As  anyone  who  has  ever  sat  there  knows,  the  lunch  table  of  a 
men's  club  affords  an  excellent  forum  for  intelligent  discussion  of 
civic  problems.  Underneath  the  sharp  banter  which  is  exchanged 
by  some  of  the  country's  best  minds  may  be  found  equally  keen 
analyses  of  the  affairs  of  the  day. 

At  his  club,  much  more  than  in  his  office  or  home,  a  man  says 
what  he  really  thinks  of  the  state  of  his  government.  Hence,  what 
passed  between  two  men  in  the  course  of  a  recent  lunch-table  dis- 
cussion in  a  California  club  is  significant  enough  to  warrant  repe- 
tition. 

The  conversation  had  drifted  to  investments,  and  then  something 
•was  said  about  a  proposal  to  tax  securities.     It  progressed  thus : 

"  Frank,  what  are  you  going  to  do  with  that  Marland  stock 
of  yours,  now  that  it  will  probably  be  taxed  under  this  new 
law  ?" 

"  I  don't  know  yet,  George,  I  hadn't  thought  much  about  it, 
Although,  I  must  confess,  it  doesn't  seem  right." 

"  Well,  I  am  glad  I  am  not  paying  it — at  least  on  some  of  my 
holdings.     That's  where  I  have  it  on  you,  old  man." 

"  How's  that  ?" 

"  Well,  my  Standard  will  be  practically  exempt." 

"  If  that's  so,  why  not  my  Marland?" 

"  Oh,  it's  not  a  domestic  stock.     It's  a  foreign  security." 

"What  do  you  mean,  foreign  security?  It's  no  more  foreign 
than  yours.  It's  an  issue  of  a  regular  American  company. 
The  way  you  talk,  you'd  think  it  was  Chinese." 

"  Well,  maybe  you  will  at  that,  after  the  assessor  has  slapped 
a  1007^'  assessment  on  it  and  taxed  it  at  four  mills." 

"I  don't  see  what  you  are  driving  at;  how  is  Marland  any 
more  taxable  than  Standard  ?  What's  all  this  '  foreign  '  busi- 
ness ?" 
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'■  Simply  that  Standard's  properties  are  in  California  and 
Marland's  are  not." 

■'  What  has  that  to  do  with  it  ?" 

■■  Enough.  Standard  having  paid  a  tax  on  its  property,  my 
stock,  which  simply  represents  an  interest  in  it,  is  exempt. 
Otherwise,  there  would  be  double  taxation." 

"  Well,  don't  you  suppose  ^larland  pays  taxes,  too?  Plenty, 
to  read  the  profit-and-loss  statements." 

"That  may  be,  but  California  doesn't  consider  that.  That's 
not  double  taxation;  Marland  didn't  pay  it  to  this  state." 

"  What  of  it?  It's  just  as  much  double  taxation  as  it  would 
be  if  you  had  to  pay  on  your  Standard  stock." 

"  I'm  sorry,  Frank,  but  these  fine  points  of  the  law  seem  a 
bit  too  deep  for  you." 

"  Fine  points,  you  call  'em,  George.  Huh  !  when  fine  points 
don't  check  with  common  sense  I  don't  call  'em  so  fine.  Your 
explanation  doesn't  explain  anything.  A  law  discriminating 
like  that  is  an  outrage." 

Possibly,  George  was  a  bit  vague  in  his  explanation  of  territorial 
sovereignty  of  the  states,  as  it  relates  to  the  ancient  doctrine  of 
■'  mobilia  sequuntur  personam  "  and  doubtless  we  who  deal  in  tax 
matters  could  have  been  more  specific — but  to  what  end? 

Although  "  Frank  "  is  one  of  the  leading  business  men  of  the 
city  and  is  always  quick  to  grasp  a  situation,  I  am  afraid  that  we 
should  have  difliculty  in  convincing  him  that  there  is  any  sound 
fundamental  reason  for  the  different  tax  treatment  of  the  two  stocks. 
I  submit  that  it  is  possible  that  our  difficulty  might  arise  not  so  much 
from  the  obduracy  of  the  owner  of  the  foreign  security,  as  from 
the  weakness  of  our  theory.  Is  it  not  likely  that,  in  the  final  anal- 
ysis, such  an  imposition  cannot  be  justified  on  basic  reasoning?  Of 
course,  there  is  always  expediency. 

My  service  in  tax  administration,  involving  as  it  does  every-day 
contact  with  the  taxpayer,  has  impressed  me  with  the  conviction  that 
a  true  tax  economist  is  he  who  is  concerned  chiefly  with  minimiza- 
tion of  actual  as  well  as  legal  double  taxation.  I  have  used  the  ex- 
pression "  actual  as  well  as  legal  "  advisedly. 

Unfortunately,  courts  have  felt  impelled  to  decide  all  too  fre- 
quently that  no  double  taxation  is  shown,  when  in  actuality,  it  is 
painfully  apparent.  Recently,  however,  federal  tribunals  have  im- 
posed limitations  upon  a  state's  right  to  tax  l)ased  upon  the  prin- 
ciple that  a  certain  type  of  double  taxation  violates  the  Federal  Con- 
stitution. I  refer  to  the  holdings  that  tangible  property  must  be 
within  the  borders  of  a  state  in  order  that  the  state  may  exercise 
taxing  jurisdiction,  notwithstanding  the  time-honored  doctrine  of 
"mobilia  sequuntur  personam"  (moveables  follow  the  person).^ 

1  In  LouisTillc  Ferry  Co.  vs.  Kt'iilmky  (1903),  i88  U.S.  385,  the  Supreme 
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As  far  as  intangibles  are  concerned,  the  states  may  still  tax  such 
property  in  more  than  one  jurisdiction,  either  directly  or  indirectly, 
with  no  qualms  of  conscience  with  regard  to  transgressing  any  fed- 
eral inhibition  against  double  taxation.-  Of  course,  this  assertion 
involves  the  somewhat  violent  assumption  that  conscience  has  any 
relation  to  taxation. 

An  approval  the  the  result  reached  by  the  courts  in  forbidding 
interstate  taxation  of  tangible  property  has  already  been  intimated. 
By  "  interstate  taxation  "  is  meant  the  double  taxation  of  the  same 
chattel — once  in  the  state  where  it  is  actually  located  and  again  in 
the  state  where  the  owner  resides.  The  limitation  is,  of  course,  that 
such  property  can  now  be  taxed  only  where  it  actually  is.  If  any 
fault  is  to  be  found  with  the  series  of  cases  enunciating  this  prin- 
ciple, it  is  not  that  they  go  too  far,  but  rather  that  they  do  not  go 
far  enough.  Why  should  intangibles  be  beyond  the  purview  of  the 
"  due  process  "  clause  of  the  Federal  Constitution  and  their  owners 
deprived  of  the  protection  which  the  owners  of  other  classes  of 
property  have?     After  all,  what  are  intangibles? 

It  seems  logical  that  if  the  "  due  process  "  clause  refers  alone  to 
tangibles,  in  its  application  to  personal  property  taxation,  there  must 
be  some  distinction  drawn  therein  between  tangibles  and  intangibles. 
Otherwise,  to  reduce  the  matter  to  the  absurd,  each  state  might  de- 
fine intangbile  property  in  such  a  manner  that  the  classification 
would  be  inclusive  of  practically  all  personal  property. 

That  the  Fourteenth  Amendment  does  not  contain  a  solution  of 
this  problem  would  probably  be  conceded  by  such  an  eminent  jurist 
as  Justice  Brown,  although  he  has  asserted  that  "  there  is  an  ob- 
vious distinction  between  tangible  and  intangible  property  in  the 
fact  that  the   latter  is  held  secretly ;   that  there   is  no  method  by 

Court  held  that  the  state  of  incorporation  could  not  tax  an  incorporeal 
hereditament  similar  to  real  property  having  its  situs  outside  the  state.  On 
the  principle  of  lack  of  jurisdiction,  it  was  decided  in  Union  Transit  Co.  vs. 
Kentucky  (1905),  199  U.  S.  194,  that  the  taxation  by  Kentucky,  the  state  of 
incorporation,  of  cars  permanently  employed  and  having  their  situs  in  an- 
other state  was  in  violation  of  the  "  due  process  "  clause.  In  Frick  vs.  Penn- 
sylvania (1925),  268  U.  S.  473,  it  was  decided  that  a  state  could  not  levy  a 
succession  or  inheritance  tax  on  tangible  property  not  within  the  borders 
of  the  state.  An  excellent  review  of  the  decisions  of  the  United  States  Su- 
preme Court  defining  the  powers  of  a  state  to  tax  according  to  the  situs  of 
the  property  is  to  be  found  in  an  article  by  Cornelius  W.  Wickersham,  12 
Va.  Law  Rev.  184. 

-The  decisions  in  Union  Transit  Co.  vs.  I{entucky  (1905),  199  U.  S.  194, 
and  Frick  vs.  Pennsylvania  (1925),  268  U.  S.  473,  expressly  limit  the  appli- 
cation of  the  "  due  process  "  clause  to  tangible  property  and  declares  that 
the  maxim  of  tnobilia  seqiiuntnr  personam  is  still  applicable  as  far  as  a 
state's  power  to  tax  intangibles  is  concerned;  for  criticisms  of  the  latter  de- 
cision see  14  Cal.  Law  Rev.  225  ;  12  Va.  Law  Rev.  62 ;  and  35  Yale  Law 
Jour.  357. 
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whicli  its  existence  or  ownership  can  be  ascertained  in  the  state  of 
its  situs."  2 

Yet  government  bonds  have  been  defined  as  tangible/  and  it  is 
difficult  to  conceive  how  they  are  held  less  secretly  than  corporate 
securities.  Chattel  mortgages  are  regarded  as  intangibles,  still  they 
are  frequently  taxed  in  the  state  of  the  mortgagee's  domicile  as  well 
as  in  the  state  where  the  hypothecated  property  is  situated.^  The 
distinction  becomes  distracting. 

But  the  same  jurist  says,  '"  If  the  taxation  of  intangibles  in  the 
state  of  the  situs  and  at  the  domicile  of  the  owner  occasionally 
results  in  double  taxation,  it  much  oftener  happens  that  this  class 
of  property  escapes  altogether."  Therefore,  "  in  the  case  of  in- 
tangible property,  the  law  does  not  look  for  absolute  equality,  but 
to  the  much  more  practical  consideration  of  collecting  the  tax  upon 
such  property,  either  in  the  state  of  the  domicile  or  the  situs."  ® 

Certainly  such  a  decision  is  not  amenable  to  the  usual  criticism 
that  judicial  reasoning  is  dryly  literal;  on  the  contrary,  it  displays 
a  remarkable  willingness  to  afford  judicial  relief  through  practical 
expediency.  That,  in  the  minds  of  many,  there  may  be  no  justifi- 
cation for  the  distinction,  should  not  detract  from  an  appreciation 
of  its  subtleness. 

The  rationale  of  the  decisions  respecting  prohibition  of  double 
taxation  of  the  same  tangible  property  by  different  states,  has  had 
as  its  thesis  the  proposition  that  property  not  within  the  actual  juris- 
diction of  the  state,  receives  none  of  the  protection  for  which  a  tax 
is  supposed  to  be  compensation.'     It  is  difficult  to  exclude   intan- 

3  Union  Transit  Co.  vs.  Kentucky,  199  U.  S.  194,  205. 

^People  vs.  Home  Ins.  Co.,  29  Cal.  533;  Silbermann  vs.  Blodgett  (1925), 
105  Conn.  192;  134  Atl.  778.  In  the  latter  case,  the  court  in  regard  to  this 
problem  saj's :  "United  States  bonds  and  treasury  certificates  are,  strictly 
speaking,  mere  evidences  of  debts  and  intangible  property ;  but  state  and 
municipal  bonds  which  pass  from  hand  to  Iiand  on  delivery,  are  treated  as  a 
species  of  tangible  personal  property  and  have  come  to  be  recognized  as 
such."  For  a  contrary  holding,  see  Cassidy  vs.  Ellerkorst,  1 10  Ohio  St.  535; 
144  N.  E.  252.  See  an  article,  "  What  is  Tangible  Property,"  by  Alexander 
Otis,  2  Conn.  Bar  Jour.  146. 

^  See  35  Yale  Law  Jour.  357,  wherein  it  is  said  at  page  359:  "  Even  in  the 
case  of  land,  where  it  has  always  been  recognized  that  only  the  state  in 
which  the  land  is  situated  has  power  to  levy  a  tax  upon  the  owner,  the  in- 
terest of  a  mortgagee  in  the  land  has  been  held  not  to  be  such  as  to  deprive 
the  state  of  the  domicile  of  the  mortgagee  from  taxing  his  interest  as  mort- 
gagee even  though  the  land  is  situated  in  a  state  other  than  the  domicile. 
Kirtland  vs.  Hotchkiss  (1879),  100  U.  S.  491;  Dowcll  vs.  Kenshav)  (1902), 
166  Mo.  682,  66  S.  W.  953;  Latrohe  vs.  City  of  Baltimore  (1862),  19  Md.  13. 
Whether  or  not  in  the  light  of  recent  decisions  of  the  Supreme  Court  such  a 
result  would  be  reached  by  the  court  is  perhaps  an  open  question." 

^  Union  Transit  Co.  vs.  Kentucky,  199  U.  S.  194,  205. 

"  See  cases  and  authorities  cited  in   i  supra. 
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gibles  from  this  rationale,  because  it  is  scarcely  conceivable  that  the 
state  of  the  owner's  domicile  actually  affords  them  any  protection. 
For  example,  what  protection  does  California  aft'ord  to  a  bank  ac- 
count in  New  York  which  would  justify  taxing  it  to  the  depositor 
who  happens  to  reside  in  the  former  state? 

Why  should  owners  of  intangibles  be  penalized  for  their  civic 
honesty?  That  is  the  effect,  of  course,  of  the  proposition  that  in- 
tangibles are  not  to  be  accorded  the  same  protection  from  double 
taxation  as  is  given  to  tangibles,  because  the  former  are  more  easily 
hidden  than  the  latter.  In  any  event,  is  the  state  of  the  owner's 
domicile  in  a  better  position  to  locate  intangibles  than  the  state  of 
situs  of  the  tangibles  of  which  the  intangibles  are  representative  ? 

I  confess  that  I  find  it  impossible  to  justify  the  distinction  made, 
but  the  effects  of  the  decisions  making  it  are  still  with  us,  so  that 
those  of  us  who  are  concerned  with  matters  of  taxation  must  attempt 
to  solve  the  problem  through  means  which  make  due  allowance  for 
the  existence  of  these  effects. 

I  am  mindful  of  the  fact  that  any  solution  of  this  problem  must 
be  as  free  as  possible  from  destructive  criticism.  In  tax  matters, 
perhaps  more  than  in  any  other  branch  of  human  affairs,  merely 
destructive  criticism,  is  of  doubtful  value.  It  is  quite  the  thing  for 
everyone  to  complain  that  tax  systems  are  all  wrong. 

However,  we  who  are  tax-raisers,  know  that  the  tax-spenders 
will  not  be  denied ;  so  that  if  we  are  to  suggest  elimination  of  any 
of  the  present  forms  of  taxation,  we  must  offer  adequate  substi- 
tutes, lest  the  work  of  government  be  retarded  by  financial  strin- 
gency. Possibly,  it  is  desirable  that  certain  "  work  of  govern- 
ment "  be  retarded,  but  that  problem,  I  assume,  is  to  be  regarded 
as  beyond  the  legitimate  precinct  of  a  tax-raising  official. 

Consequently,  I  shall  proceed  with  the  exposition  of  what,  I  hope, 
may  be  a  solution  of  some  of  the  difficulties  to  which  I  have  alluded. 
I  believe  that  it  may  be  confidently  expected  that  this  solution  will 
afford  equal,  if  not  greater,  revenues  than  are  now  derived  from 
taxation  of  intangibles,  at  the  same  time  providing  a  more  satisfac- 
tory basis  for  the  tax. 

Such  taxation  as  is  in  accord  with  fundamental  justice  must  have 
as  its  basis  one  of  two  theories;  either  that  it  is  compensation  for 
the  protection  which  government  aft'ords  to  the  owner  of  property 
graduated  by  the  value  of  the  property  owned,  or  that  it  is  a  charge 
for  the  benefits  of  government  measured  by  the  individual's  ability 
to  pay. 

The  first  theory  seeks  to  justify  taxation  on  the  ground  that  it  is 
nothing  more  than  a  consideration  paid  by  the  individual  for  gov- 
ernment. The  second  theory  cannot  be  said  to  add  any  further 
element  of  justification ;  it  may  have  the  additional  advantage  of 
providing  in  some  instances  a  more  equitable  basis  upon  which  to 
assess  the  lew. 
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The  two  theories  are  not  independent,  but  involve  variable  quan- 
tities which  are  interrelated,  so  that  they  must  both  be  recognized 
in  any  system  of  taxation  sufficiently  comprehensive  to  meet  the 
needs  of  modern  society. 

Examination  of  both  theories  leads  to  the  conclusion  that  they 
are  common  derivatives  of  the  functional  use  of  the  property  taxed. 
That  is,  if  property  is  held  mainly  for  its  intrinsic  value,  it  is  prob- 
ably best  taxed  in  proportion  to  that  value,  under  the  first  theory; 
whereas,  if  the  principal  object  of  ownership  is  the  earning  power 
of  the  property,  then  the  second  theory  should  be  preferred. 

As  the  most  rational  distinction  which  can  be  drawn  between 
tangibles  and  intangibles  is  derived  from  functional  use,  the  propo- 
sition immediately  suggests  itself  that  this  common  background  may 
afford  a  solution  by  indicating  the  method  to  be  employed  in  the 
taxation  of  intangibles.  What  relation  is  there,  then,  between  the 
use  of  property  and  the  theories  of  taxation,  and  what  particular 
bearing  does  this  have  on  intangibles? 

Real  property  and  chattels  are  possessed  most  frequently  for  the 
actual  physical  enjoyment  or  service  which  they  produce,  so  that 
the  controlling  reason  for  their  possession  may  be  described  as 
"  enjoyable  use."  To  a  farmer,  of  course,  struggling  under  the 
present  disabilities  attaching  to  agricultural  pursuits,  the  theory  of 
"  enjoyable  use  "  of  his  land  may  not  seem  particularly  appropriate. 
However,  theorists  are  ever  confronted  with  such  paradoxical  sit- 
uations. 

Accepting  this  aspect  of  "use  ",  we  turn  to  the  basis  of  taxation 
to  ascertain  under  what  theory  the  levy  should  be  made.  Both  the 
processes  of  graduation  according  to  value  and  according  to  ability 
to  pay  will  prove  unsatisfactory  if  an  absolute  criterion  is  sought, 
but  as  "  enjoyable  use  "  frequently  cannot  be  measured  by  the  earn- 
ing capacity  of  the  property,  the  first  alternative  would  seem  pref- 
erable. For  example,  the  protection  of  government  afforded  a 
$50,000  residence  and  an  apartment  house  of  equal  value,  may  be 
regarded  as  comparable,  while  certainly  the  admeasurement  of  the 
tax  according  to  their  respective  ability  to  produce  income  would 
seem  illogical. 

Although  a  positive  ratio  between  the  "  enjoyable  use  "  of  the 
property  and  the  protection  aft'orded  by  government  is  incapable  of 
exact  estimation,  it  is  not  arbitrary  to  say  that  the  "  use  "  of  the 
property  is  "  protected  "  by  police,  fire,  improvement  and  sanitary 
measures  according  to  the  value  of  the  property.  Using  the  value, 
then,  as  the  measure  of  the  worth  of  the  protection,  a  fair  basis  of 
tax  on  tangibles  would  involve  a  computation  of  the  levy  according 
to  such  value.  Therefore,  the  existing  method  of  ad-valorem  taxa- 
tion for  such  property  does  not  appear  obnoxious. 

With  respect  to  intangibles  (the  term  "  intangibles  "  is  here  re- 
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stricted  to  such  forms  of  property  as  stocks,  bonds,  notes,  securities 
and  like  representative  property  which  is  evidence  of  existing  tan- 
gible property)  an  entirely  different  object  for  ownership  is  pre- 
sented. Such  property  is  held  invariably,  not  for  enjoyment  but 
for  gain.  The  property  has  no  intrinsic  value  save  that  afforded  by 
the  tangible  which  it  represents.  Consequently,  the  element  of  pro- 
tection, as  applied  directly  to  it,  is  largely  illusory.  It  follows  that 
when  a  basis  of  taxation  is  under  consideration,  this  species  of 
property  cannot  be  placed  in  the  same  category  as  chattels  held  for 
"  enjoyable  use."  As  the  "  use  "  of  this  species  of  property  is  for 
the  purpose  of  acquiring  future  wealth,  the  amount  of  wealth  an- 
nually accruing  from  such  property  becomes  the  most  satisfactory 
method  available  for  estimating  the  value  of  the  "  use  ". 

Defined  in  other  terms,  this  annual  wealth  so  produced  is  income, 
and  a  tax  on  "  income  "  would  bear  a  direct  relation  to  the  use  of 
the  property.  Such  a  levy  would  satisfy  the  second  cardinal  prin- 
ciple of  taxation,  viz.,  that  a  tax  may  be  based  upon  the  ability 
to  pay. 

It  is  true  that  the  method  would  not  be  an  absolute  preventative 
of  double  taxation,  but  by  an  intelligent  adjustment  of  rates  the 
vicious  effects  ordinarily  attendant  upon  such  compulsion  would  be 
eliminated.  Certainly  its  fundamental  soundness  contrasted  with 
the  utter  lack  of  logic  in  ad-valorem  taxation  of  such  property,  in- 
dicates that  it  is  to  be  preferred. 

Therefore,  substitution  of  an  income  tax  on  intangibles,  in  lieu 
of  the  ad-valorem  levy  now  attempted  in  most  states,  is  a  solution 
which  I  commend  to  your  consideration.  A  review  of  my  own 
state's  experience  should  exemplify  the  necessity  of  some  attempt 
at  fundamental  improvement  of  the  situation.  To  tinker  further 
with  expedients  is  to  invite  further  disaster. 

California  has  had  a  particularly  unfortunate  experience  with 
regard  to  taxation  of  intangibles,  and,  what  is  even  more  regrettable, 
the  immediate  future  holds  no  assurance  of  a  happy  issue  out  of  our 
afflictions.  The  beginnings  of  our  recent  difficulty  are  traceable,  as 
in  other  states,  to  the  unreasonable  coercion  exercised  over  us  by 
the  national  government,  through  Section  5219  of  the  Revised  Stat- 
utes, relating  to  state  taxation  of  national  banks.  The  income  tax 
would  seem  to  offer  alleviation  of  the  unwarranted  restraint  exer- 
cised over  the  states  by  means  of  this  autocratic  legislation.^ 

Ostensibly  to  afford  protection  to  national  banks,  at  the  same 
time  giving  the  states  power  to  tax  them,  this  federal  statute  has 
been  recently  amended  in  such  a  way  as  to  make  it  practically  un- 
workable. Those  who  have  participated  in  the  evolution  of  its  text 
have  seemed  more  concerned  with  protective  features  than  the  states' 
power  to  tax. 

s  See  an  article  by  Prof.  Jens  Tensen  in  A' at.  Tax  Ass'n  Bull..  XIII,  in 
17 
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That  there  is  no  real  need  for  the  degree  of  "  protection  "  af- 
forded national  banks  mnst  be  apparent  to  any  disinterested  ob- 
server. It  is  to  be  hoped  that  the  states  through  concerted  action 
can  remedy  a  situation,  too  long  perpetuated,  involving  the  infringe- 
ment of  their  sovereign  rights. 

Desirable  as  the  income  tax  may  be  as  a  part  of  the  solution  of 
the  problem,  there  seem  to  be  factors  which  prevent  the  immediate 
inauguration  of  such  a  betterment.     Taxes  are  as  complex  as  life. 

As  pointed  out  by  Professor  Adams  of  Yale  University :  "  Taxes 
are  fixed  much  as  wages  are  fixed,  by  the  play  of  competitive  forces. 

You  may  usually  count  on  selfishness  but  not  enlightened 

selfishness.  The  interests  or  forces  whose  resultant  the  economist 
seeks  to  trace  vary  with  education,  the  progress  of  democracy,  the 
acquisition  of  political  finesse  and  tax  technique  on  the  part  of  the 
spokesman  or  representatives  of  such  interests."  ^ 

Thus,  our  immediate  remedy  in  California  must  be  had  through 
what  we  may  hope  to  obtain,  rather  than  through  what  we  may 
regard  as  ultimately  most  desirable. 

California  has  at  present  a  constitutional  provision  authorizing 
the  legislature  to  classify  intangibles  preferentially.'"  Thus  far  the 
section  has  failed  of  its  object  because  of  incorrect  enabling  legis- 
lation. The  amendment  to  the  constitution  embodying  this  provision 
was  adopted  in  1924,  and  was  followed  by  an  act  of  the  legislature 
providing  that  intangibles  should  be  assessed  at  7%  of  their  actual 
value  and  be  taxed  according  to  the  rates  prevailing  for  other  kinds 
of  property  in  the  several  political  subdivisions  of  the  state."  ^^ 

This  law  was  first  employed  in  connection  with  1926  assessments. 
National  banks,  taxed  for  state  purposes  at  1.45%  ^-  of  their  capital, 
surplus  and  undivided  profits,  less  the  county-assessed  value  of  their 
real  estate  (on  which  they  were  taxed  locally),  were  not  slow  to 
seize  upon  the  procedure  for  7%  assessment  of  intangibles  as  a 
possible  means  of  avoidance  of  their  tax  liability.  Discrimination 
was  claimed  within  the  meaning  of  Section  5219  of  the  Revised 
Statutes.  Protests  were  filed;  suits  were  inaugurated  for  recovery 
of  taxes;  chaos  followed. 

When  the  1927  legislature  met,  a  new  law  was  passed  with  regard 
to  intangibles,  supplanting  the  7%  assessment  with  a  rate  of  1.45% 
applicable  to  "  full  cash  value."  ^^     On  the  face  of  it,  the  change 

^  "Ideals  and  Idealism  in  Taxation,"  Amcr.  Econ.  Rev.,  XVIII,  i,  3. 

^0  California  Const.,  Art.  XIII,  .Sec.  121^. 

^1  Political  Code,  Sec.  3627a,  Stats.  1925,  p.  12. 

1- See  California  Constitution,  Art.  XIII,  Sec.  14,  Sub.  c;  Pol.  Code,  Sec. 
3664c,  Stats.  1921,  p.  22. 

13  Sec.  3627a  of  the  Political  Code  as  amended  in  1927.  See  Stats.  1927, 
P-  399- 
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appeared  to  be  the  substitution  of  a  tax  of  $14.50  a  thousand  dollars 
for  one  of  approximately  $2.80,  since  the  tax  rates  applicable  to  the 
valuation  of  $70  a  thousand  dollars  had  been,  on  an  average,  about 
$4  a  hundred  dollars.  Actually,  the  situation  was  not  so  alarming 
because  "  full  cash  value  "  was  interpreted  to  mean  "  assessed 
value."  Of  course,  there  was  no  good  reason  for  the  use  of  the 
$1.45  rate,  save  the  exigency  of  the  bank-tax  situation. 

But  the  problem  was  not  solved,  even  temporarily.  Doubting  the 
constitutionality  of  the  $1.45  law,  the  Los  Angeles  County  assessor, 
Mr.  Ed.  W.  Hopkins,  announced  his  intention  of  proceeding  under 
the  7%  measure.  He  was  sued  prior  to  the  1928  assessment  date 
when  the  $1.-1^5  rate  would  have  been  first  operative.  Our  Supreme 
Court  decided  that  both  laws  were  unconstitutional  and  consequently 
there  was  no  basis  for  preferential  treatment  of  intangibles.^* 

The  decision  pointed  out  that  in  order  to  enact  a  valid  law  carry- 
ing out  the  constitutional  amendment  the  legislature  must  provide 
an  act  embracing  the  entire  field  of  taxation  of  the  property  desig- 
nated in  that  section,  covering  ( 1 )  valuation  of  such  property,  (2) 
rate  or  rates  applicable  thereto,  and  (3)  equitable  distribution  of 
the  resultant  revenues  The  1925  law  was  held  unconstitutional  be- 
cause *it  did  not  meet  the  second  requirement,  while  the  1927  act 
came  to  the  same  fate  on  account  of  failure  to  comply  with  the  third 
requirement. 

So  such  was  the  fruition,  or  lack  of  it,  from  attempts  in  this  state 
to  secure  a  classified  tax.  But  our  Supreme  Court  has  indicated 
clearly  how  the  earlier  pitfalls  may  be  avoided  in  legislation  which 
could  be  adopted  pursuant  to  the  existing  constitutional  provision. 
This  could  be  accomplished  at  our  regular  legislative  session  in 
January,  1929,  in  time  to  be  available  for  1929  assessments  which 
are  to'  be  made  the  following  March.  Of  course,  the  future  situa- 
tion will  be  influenced  largely  by  what  transpires  in  connection  with 
bank  taxation. 

As  a  part  of  its  program  to  remedy  the  bank-tax  muddle,  a  special 
commission  investigating  revenue  matters  in  our  state  has  deemed 
it  advisable  to  include  a  new  proposal  concerning  the  classified  tax 
in  a  suggested  constitutional  amendment  creating  a  new  section  in 
that  document.^^  The  situation  has  been  regarded  as  so  critical  that 
the  Commission  has  prevailed  upon  our  Governor  to  call  a  special 
session  of  the  legislature  which  will  meet  on  September  4th  for  the 
consideration  of  this  amendment.  If  approved  by  the  legislature, 
the  proposition  will  be  submitted  to  the  electorate  in  November. 

^*  Arnold  vs.  Hopkins.  75  Cal.  Dec.  397;   265  Pac.  223. 

1^  Special  report  of  the  California  Tax  Commission,  Aug.  10,  1928.  The 
proposed  amendments  would  add  Section  16  to  Article  XIII;  see  page  54 
of  the  report. 
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According  to  the  sponsors  of  this  proposal,  the  classified  property- 
tax  diliiculty  in  this  state  will  be  met  by  the  adoption  of  a  constitu- 
tional jjrovision  taxing  intangibles  at  four  mills  on  the  dollar.  In 
effect,  the  suggested  amendment  to  our  already  pleonastic  constitu- 
tion accomplishes  nothing  but  the  abolishment  of  the  exercise  of 
legislative  wisdom  in  the  fixing  of  the  rate  on  intangibles.  There 
is  a  proviso,  however,  that,  by  a  majority  vote,  the  legislators  may 
lower  the  rate.^'' 

All  this  is  rather  stimulating  to  the  curiosity  of  the  mere  ob- 
server. Under  our  existing  constitutional  provision,  which  by  the 
way,  is  not  to  be  repealed  by  the  proposed  provision,  the  legislature 
is  authorized  to  fix  the  rate  and  to  raise  or  lower  it  by  a  vote  of 
two-thirds  of  all  the  members  elected  to  each  of  the  two  houses. 
Apparently,  the  proponents  of  the  new  measure  think  that  the  legis- 
lature should  not  be  allowed  to  raise  the  rate  under  any  circum- 
stances, but  that  it  w'ill  be  quite  all  right  for  a  mere  majority  of  a 
quorum  on  any  particular  day  to  lower  it  at  pleasure.  Indeed,  our 
constitution  bids  fair  to  become  even  more  paradoxical  than  it  was 
when  Sir  James  Bryce  characterized  it  as  "  singular  ". 

Perhaps,  the  animosity  which  it  is  alleged  would  greet  any  pro- 
posal to  substitute  an  income  tax  for  the  preferential  tax  is  attrib- 
utable to  the  unhappy  experience  which  has  frequently  been  the  lot 
of  the  taxpayer  in  his  relations  wnth  the  federal  income  tax.  Or  it 
may  be,  that  the  disinclination  of  those  guiding  our  remedial  tax 
legislation  to  use  either  the  income-tax  method,  which  they  them- 
selves intimate  is  to  be  preferred,  or  the  present  constitutional  pro- 
vision for  a  classified  tax,  is  traceable  to  a  conviction  that  legisla- 
tive discretion  is  to  be  trusted  in  only  one  direction.  That  is  to  say, 
since  we  have  a  provision  in  our  constitution  authorizing  the  legis- 
lature to  impose  an  income  tax,  which  never  has  been  utilized,  the 
exponents  of  the  suggested  panacea  appear  to  deem  it  advisable  to 
preclude  any  chance  of  it  ever  being  used  by  the  legislature.  This 
is  evidenced  by  their  proposal  that  the  people  declare  through  the 
constitution  that  intangibles  can  never  be  taxed  otherwise  than  on 
an  ad-valorem  basis.     And  so  the  problem  is  solved. 

Taxation  authorities  of  other  states  seeking  a  way  out  of  this 
cul-dc-sac  may  find  much  of  interest  in  our  California  situation. 
To  again  borrow  from  Professor  Adams ; 

'■  While  taxation  may  not  have  started  as  a  class  struggle, 
and  while  the  class  element  is  modified  in  the  United  States  by 
the  operation  of  constitutional  inhibitions,  modern  taxation  or 
tax-making  in  its  most  characteristic  aspect  is  a  group  contest 
in  which  powerful  interests  vigorously  endeavor  to  rid  them- 
selves of  present  or  proposed  tax  burdens.     It  is,  first  of  all,  a 

^*  See  Subdivision  4  of  the  proposed  amendment. 
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hard  game  in  which  he  who  trusts  wholly  to  economics,  reason 
and  justice  will,  in  the  end,  retire  beaten  and  disillusioned. 
Class  politics  is  of  the  essence  of  taxation."  ^'^ 

Chairman  Leland:  The  next  state  we  are  going  to  hear  from 
is  Montana,  the  results  from  Montana  having  been  worked  up  by 
Mr.  F.  W.  Bird  of  the  Montana  Power  Company.  Unfortunately 
Mr.  Bird  is  not  able  to  be  here  this  evening,  so  that  his  analysis,  a 
short  paper,  will  be  read  by  r^Ir.  John  Edgerton  of  the  ^Montana 
Tax  Payers  Association. 

It  gives  me  pleasure  to  introduce  Mr.  Edgerton. 

John  Edgerton  (Montana)  :  Mr.  President  and  Ladies  and  Gen- 
tlemen: As  stated  by  your  chairman,  Mr.  Bird,  on  account  of  large 
activities  at  Butte  at  this  time,  is  unable  to  be  with  you.  He  wishes 
his  sincere  regret  expressed  to  you  for  his  inability  to  be  here.  He 
has  prepared  a  short  paper  that  sets  forth  the  results  in  Montana, 
and  I  will  proceed  to  read  it  just  as  he  has  written  it. 

MONTANA 

F.  W.  BIRD 
Montana  Power  Company 

Ten  years  ago  Montana  adopted  its  classified  property  tax.  It  has 
not  been  changed  in  any  appreciable  degree  since  its  passage. 

In  1917  the  Legislature  appointed  a  commission  to  examine  the 
general  taxation  system  of  the  State.  This  commission  made  a  re- 
port to  the  1919  Legislature,  from  which  I  quote  as  follows: 

'■  This  provision  of  our  statute  in  regard  to  the  assessment  of 
all   property  at  its   full   cash  value   has  become   a  dead  letter. 

Instead  of  all  property  in  Montana  being  assessed  at  its 

full  cash  value,  we  find  a  great  lack  of  uniformity,  not  only  as 
between  different  counties  but  also  as  between  individuals,  and 
almost  a  complete  disregard  of  the  statutory  provisions  relating 
to  full  value.  About  the  only  properties  in  Montana  assessed  at 
full  cash  value  are  the  net  proceeds  of  mines  and  those  moneys 
belonging  to  widows  and  orphans  and  executors  of  estates  which 
are  revealed  by  court  records." 

"  Not  only  is  it  apparent  that  there  is  a  total  lack  of  uniform- 
ity in  the  matter  of  assessment,  but  it  is  also  clear  that  very 
considerable  portions  of  the  taxable  property  in  the  state  wholly 
escape  taxation.  In  the  matter  of  moneys  and  credits  it  is  ap- 
parent that  the  law  is  almost  a  total  failure.  The  amount  of 
moneys  and  credits  assessed  in  the  state  is  scarcely  an  appre- 
ciable part  of  the  vast  amount  of  moneys  and  credits  in  the 
State  of  Montana.     There  is  a  general  evasion  of  the  taxes  on 

^"  "  Ideals  and  Idealism  in  Taxation,"  Amer.  Econ.  Rev.,  XVIII,  i. 
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this  species  of  property,  which  is  always  assessed  and  taxed  at 
one  hundred  per  cent,  when  found.  Mortgages  are  taken  in 
the  names  of  non-residents,  or  are  transferred  to  banks,  and  a 
comparatively  small  amount  is  reached  by  the  assessor. 

"  Under  the  classification  system  which  we  recommend  in 
this  report,  we  believe  that  moneys  and  credits  will  contribute 
a  considerable  part  towards  the  expense  of  government  and 
will  reduce  appreciably  the  amount  of  taxes  on  other  prop- 
erty  

"  We  believe  the  classification  of  property  is  essential  to  any 
substantial  progress  and  we  hope  the  Legislature  will  endorse 
this  principle." 

The  Legislature  in  1919  adopted  the  classified  property  tax  that 
this  commission  recommended.  This  law  provided  that  all  the  prop- 
erty in  the  State  should  for  the  purposes  of  taxation  be  divided  into 
the  following  classes : 

Class  1  at  1007c  of  its  full  value : — Net  proceeds  of  mines  and 
mineral  reservations. 

Class  2  at  20: — All  household  goods  and  furniture,  agricul- 
tural tools  and  machinery,  gas  engines,  boilers,  automobiles  and 
power-driven  vehicles  of  all  kinds. 

Class  3  at  SSysVc  : — Livestock,  agricultural  products  and  mer- 
chandise stocks. 

Class  4  at  30%  : — All  land,  town  and  city  lots  with  improve- 
ments, manufacturing  and  mining  machinery,  fixtures  and  sup- 
plies. 

Class  5  at  7%  : — Moneys  and  credits. 

Class  6  at  40%  : — Shares  of  stock  of  national  bank  associa- 
tions and  moneyed  capital  employed  in  conducting  banking 
business  by  any  other  banking  corporation,  association  or  indi- 
vidual in  the  State. 

Class  7  at  40%  : — All  property  not  included  in  the  six  pre- 
ceding classes. 

This  latter  class  included  all  the  inter-county  property  of  the  Public 
Utilities. 

According  to  the  United  States  Bureau  of  the  Census,  the  total 
value  of  all  Montana  property  in  1918,  after  excluding  that  exempt 
from  taxation,  w-as  over  $2,000,000,000.  This  property  was  assessed 
at  a  value  of  $592,000,000,  or  under  30%  of  its  full  cash  value. 
Upon  passage  of  the  Classification  Act  the  forty-seven  assessors  of 
the  State  as  a  matter  of  expediency  generally  multiplied  the  former 
or  old  property  assessments  by  three  and  listed  the  result  as  a  full 
and  true  value.  On  this  the  various  classification  percentages  were 
calculated  and  taxes  imposed.  The  net  result  of  this  was  a  loss  of 
117c  in  the  taxable  valuation. 
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After  nine  vears  of  operation  under  the  classified  property  tax, 
the  taxable  base  has  dropped  from  $592,000,000  to  $432,000,000,  or 
27%.     Let  us  see  how  this  has  been  divided. 

Before  this  law  the  farm  and  grazing  lands  and  improvements 
constituted  35%  of  the  total  assessment.  The  first  assessment  under 
the  new  law  increased  this  percentage  to  42%  and  it  has  now  dropped 
to  36?^%,  the  average  for  the  period  having  been  407c. 

City  and  town  lots  and  improvements  during  this  period  have 
shown  practically  no  change. 

The  inter-county  property  of  the  Public  Utilities  which  was  ap- 
proximately \Syi7c  of  the  total  under  the  old  law  is  now  207c. 

Livestock  which  was  137c  of  the  total  assessment  has  dropped  to 
less  than  5%.  Merchandise  which  was  4.357o  has  dropped  to  3.547c. 
Bank  assessments  w^ere  2.2)2)%  of  the  total  before  the  law.  They 
are  now  less  than  17c. 

It  was  argued  by  the  Tax  and  License  Commission  and  the  other 
proponents  of  this  act  that  under  the  classification  system  moneys 
and  credits  would  contribute  a  considerable  portion  of  the  expense 
of  government  and  reduce  the  taxes  on  farm  and  other  property. 
This  has  not  been  fulfilled.  In  1918,  moneys  and  credits  w'ere 
assessed  at  $8,745,000.  This  base  has  dropped  to  $3,542,000,  a  loss 
of  60%.  The  year  previous  to  classification,  approximately  40.000 
automobiles  were  assessed  at  $7,837,000.  Ninety  thousand  now  carry 
an  assessment  of  $5,488,000,  or  one-third  less.  This  same  condition 
seems  to  apply  to  livestock.  From  an  original  assessment  of  more 
than  $75,000,000  in  1918,  the  taxable  base  under  classification  is  now 
less  than  $21,000,000.  We  have  more  cattle  and  1,000,000  more 
sheep  than  in  1918. 

This  reduction  in  taxable  value  was  not  confined  to  any  partic- 
ular county  or  locality,  but  the  same  percentages  applied  generally 
throughout  the  State.  This  notwithstanding  an  efficient  administra- 
tion by  the  Tax  Commission  which  has  done  everything  possible 
under  a  handicap  of  limited  funds  to  stop  competitive  under- 
valuation. 

During  a  five-year  period  preceding  1926,  the  writer  made  an 
exhaustive  study  of  assessed  to  true  values  in  the  State.  Every 
warranty  deed,  contract  of  sale,  appraisals  by  the  State  and  Federal 
Land  Boards,  in  fact  all  instruments,  were  examined  that  showed 
bona  fide  considerations.  The  weighted  average  over  the  five-year 
period  disclosed  that  the  ratio  of  full-value  assessment  to  sale  price 
or  appraisal  was  72.5/^.  An  investigation  of  mercantile  stocks  and 
equipment  over  a  shorter  period  revealed  an  assessment  at  60%  of 
their  true  value.  This  condition  is  confirmed  by  comparing  the 
State's  assessments  with  the  estimated  wealth  of  Montana,  exclud- 
ing tax-exempt  property,  by  the  Department  of  Commerce.  This 
comparison  shows  a  ratio  of  assessment  to  true  value  of  70.2%. 
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Taking  31%  of  this,  which  is  the  average  of  the  various  percent- 
ages under  the  classification  law,  leads  to  the  conclusion  that  the 
ratio  of  the  taxable  base  in  Montana  to  tlic  full  value  of  the  prop- 
erty is  under  22%. 

I  do  not  wish  it  to  be  understood  that  this  condition  is  entirely 
due  to  the  enactment  of  the  classification  law.  I  am  stating  the 
situation  as  I  find  it.  Nor  do  I  feel  qualified  to  set  forth  the  rela- 
tive weight  of  the  various  contributing  factors  that  brought  it  about. 
Montana,  in  common  with  other  states,  suffered  a  post-war  deflation 
and  shrinkage  in  farm  land,  livestock  and  other  values  that  no  doubt 
accounts  for  their  proportion. 

Now,  gentlemen,  it  was  the  contention  of  the  framers  of  the 
classification  law  that  it  would  put  on  the  assessment  books  a  large 
amount  of  so-called  intangible  property  that  was  escaping  its  just 
share  of  the  tax  burden  and  thereby  relieving  farm  and  other  prop- 
erty that  was  easily  visible  to  the  assessor.  This  has  not  been  borne 
out  by  Montana's  ten  years'  experience  with  this  law. 

Farm  and  grazing  lands  and  other  real  property  that  paid  55% 
of  the  total  tax  bill  before  the  passage  of  the  law  now  pay  59%, 
Public  utility  property,  which  is  assessed  by  the  state  tax  com- 
mission, has  been  advanced  from  15%  of  the  total  to  21%.  These 
are  the  only  classes  that  have  been  increased.  Other  classes  have 
remained  stationary  or  have  been  decreased.  The  so-called  intan- 
gible property  has  year  by  year  become  a  less  percentage  of  the 
total  assessment. 

The  State  has  arrived  at  a  point  where  the  State  government  and 
the  University,  both  of  which  depend  on  a  levy  limited  by  the  con- 
stitution for  their  support,  find  themselves  seriously  handicapped  by 
a  lack  of  funds.  Their  income  dropped  28%  in  a  period  of  ten 
years  in  a  state  which  has  shown  a  remarkable  advance,  both  in 
growth  and  governmental  requirements. 

It  is  obvious  that  this  predicament  will  have  to  be  remedied  in  the 
near  future.  The  Chancellor  of  the  University  of  Montana  is  now 
arranging  a  conference  of  the  various  interests  of  the  State  to  make 
a  detailed  study  of  data  collected  by  his  office  on  State  and  Univer- 
sity finances.  The  Governor  of  the  State,  at  the  request  of  the 
Association  of  County  Commissioners,  is  appointing  a  committee  of 
five  to  examine  our  classification  law  with  the  view  of  recommend- 
ing its  modification  amendment  or  repeal. 

H.  L.  LuTZ :  I  am  asked  to  remind  you  that  the  sessions  to- 
morrow will  be  held  in  the  room  which  we  have  hitherto  occupied, 
the  Italian  room  downstairs. 

The  papers  that  were  scheduled  for  the  Friday  session  will  have 
been  disposed  of  after  Professor  Newton's  paper  is  given  tonight, 
so  that  the  only  business  remaining  for  Friday  is  the  report  of  the 
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Resolutions  Committee  and  the  business  meeting  of  the  National  Tax 
Association,  and  miscellaneous  business. 

The  Executive  Committee  has  approved  moving  these  papers  up 
for  consideration  at  our  tomorrow's  sessions.  Take  notice  that  the 
report  of  the  Resolutions  Committee  will  be  submitted  at  tomorrow 
afternoon's  session,  and  if  possible  the  business  meeting  of  the 
National  Tax  Association  will  be  held  at  that  time  also. 

Chairman  Leland  :  One  of  the  most  recent  states  to  adopt  classi- 
fication is  Kansas.  Professor  Jens  P.  Jensen  of  the  University  of 
Kansas  will  tell  us  how  the  law  in  that  state  is  at  present  func- 
tioning. 

It  gives  me  great  pleasure  to  introduce  Professor  Jensen. 

Jens  P.  Jensen  (Kansas)  :  Mr.  Chairman  and  Ladies  and  Gen- 
tlemen :  When  I  first  was  considered  for  the  purpose  of  presenting 
this  report  I  received  two  sets  of  instructions :  One  was  that  the 
report  must  be  brief.  In  view  of  the  number  of  papers  and  the 
amotmt  of  business,  I  can  understand  the  reason  for  that  request 
and  I  shall  endeavor  to  comply  with  it.  The  other  specific  instruc- 
tion was,  there  should  be  no  theory  in  the  paper;  it  should  be  fac- 
tual. First  I  puzzled  a  little  bit  as  to  the  reason  for  that  require- 
ment, and  then  it  occurred  to  me  that  the  program  committee 
thought  that  a  member  of  the  academic  profession  could  not  possibly 
make  a  collection  of  facts  as  dry  as  the  theories  they  hold.  I  don't 
know  whether  they  have  fully  apprehended  or  understood  the 
capacity  of  the  academic  profession  for  producing  aridity  in  the 
collection  of  facts,  and  we  will  see  about  that  now.  I  think  I  can 
demonstrate  any  capacity  that  the  profession  may  have. 

THE  INTANGIBLE  TAX  IN  KANSAS 

JENS   P.   JENSEN 
University  of  Kansas 

Like  a  good  many  other  states,  Kansas  tried  several  times  in  vain 
to  get  rid  of  the  constitutional  uniformity  which  required  all  prop- 
erty to  be  taxed  at  a  uniform  rate.  It  is  no  part  of  this  report  to 
rehearse  these  unsuccessful  attempts.  The  actual  experience  in 
Kansas  with  the  classified  property  tax  began  in  1924.  when  the 
electorate  approved  a  constitutional  amendment  authorizing  the 
legislature  to  classify  money  and  credits  and  mineral  products  for 
taxation  at  rates  different  from  those  applicable  to  property  in  gen- 
eral. So  far  the  legislature  has  not  adopted  statutory  provision  for 
the  classification  of  mineral  products.  But  in  1925,  and  again  in 
1927,  provision  was  made  for  taxing  money  and  certain  classes  of 
credits  at  low  rates,  and  also  for  applying  to  domestic  real-estate 
mortgages  a  registration  tax  in  lieu  of  property  taxes. 
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I.   Tiiii;  Provisions  of  the  Law 

The  act  of  1925  made  money  and  credits  in  general  taxable  at  the 
rate  of  2.5  mills  on  the  dollar,  in  lieu  of  other  taxes.  This  rate  does 
not  apply  to  shares  of  stock  of  state  and  national  banks,  which  re- 
main (it  is  hoped)  subject  to  the  general  property  tax  rate;  but  it 
applies  to  the  investment  shares  of  building-and-loan  associations, 
which  are  taxable  to  the  liolders  at  their  withdrawal  value.  The 
low  rate  also  does  not  apply  to  money  and  credits  held  by  persons 
and  domestic  corporations,  the  taxation  of  which  was  otherwise 
provided  for.  The  principal  result  of  the  latter  restriction  has  been 
to  retain  merchants'  and  manufacturers'  money  and  credits  subject 
to  tlie  general  property  tax  rate.  It  also  retained  any  money  and 
credits  held  by  domestic  corporations,  which  are  taxed  on  the  cor- 
porate excess  value  of  their  capital  stock.  The  law  made  no  refer- 
ence to  the  deduction  of  debts  from  credits;  but  the  Tax  Depart- 
ment of  the  Public  Service  Commission  ruled  that  the  deduction 
formerly  allowed  was  to  be  continued.  The  law  applied,  however, 
to  the  bonds  of  the  state  of  Kansas  and  to  Kansas  municipal  bonds 
issued  subsequent  to  the  enactment  of  the  law.  Bonds  issued  pre- 
viously are  exempt  by  contract. 

The  1927  legislature  amended  the  classified  property  tax  law, 
making  it  more  complicated.  The  general  rate  on  money  and  credits 
was  increased  to  5  mills.  Domestic  real-estate  mortgages  were  left 
as  before,  subject  to  the  non-recurrent  registration  tax  of  2.5  mills 
on  the  dollar.  A  separate  class  of  so-called  "  secured  debts  "  was 
created,  consisting  of  bonds  issued  "  by  any  state,  foreign  govern- 
ment, or  subdivision  thereof,  whether  forming  a  part  of  a  series  or 
otherwise,  and  which  are  not  legally  exempted  from  taxation,  the 
due  rate  of  which  is  not  less  than  one  year."  To  securities  of  this 
new  class  a  stamp  tax  of  1  mill  per  dollar  of  face  value  per  year 
until  maturity  was  made  applicable.  Upon  the  affixation  and  can- 
cellation of  these  stamps,  no  furtlier  property  taxes  would  be  due 
in  Kansas,  provided  the  bonds  are  registered  with  the  county  treas- 
urer, and  there  is  paid  on  that  occasion  an  additional  non-recurrent 
registration  tax  of  1  mill  of  the  face  value  of  the  securities. 

The  disposition  of  the  revenue  from  all  these  different  taxes  is 
made  unnecessarily  complex,  a  fact  which  serves  to  confuse  conclu- 
sions as  to  their  actual  yield.  The  proceeds  of  the  2.5-mill  tax  on 
money  and  credits  in  general  in  1925  was  divided  as  follows:  One- 
sixth  to  the  general  fund  of  the  state;  one-sixth  to  the  general  fund 
of  the  county;  one-third  to  the  city  of  town  or  township;  and  the 
remaining  one-third  to  the  school  district  in  which  the  property  was 
taxable.  The  1927  increase  in  the  rate  to  5  mills  was  accompanied 
by  no  change  in  the  disposition  of  the  funds  from  this  particular 
source. 
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The  proceeds  from  the  mortgage-registration  tax  was,  and  still  is, 
divided  equally  between  the  general  fund  of  the  county  and  the 
school  districts  in  which  the  property  on  which  the  mortgage  is 
based  is  located.  The  proceeds  from  the  sales  of  stamps  for  pur- 
poses of  taxing  the  new  class  of  '"  secured  debts  "  created  in  1927 
are  distributed  equally  between  the  state  and  the  counties,  the  share 
of  the  counties  beng  divided  among  them  in  proportion  to  their 
assessed  valuation.  The  registration  taxes  on  the  "  secured  debts  " 
are  solely  for  the  use  of  the  counties  in  which  they  are  collected. 

So  much  for  the  origin  and  the  provisions  of  the  law.  The  real 
problem  now  is  to  present  the  degree  of  success  and  failure  attained 
in  its  operation.  Has  it  fulfilled  the  expectations  of  its  friends  or 
justified  the  maledictions  of  its  enemies?  Obviously,  the  answer 
will  depend  upon  what  was  expected.  Those  who  were  primarily 
interested  in  avoiding  the  injustices  perpetrated  under  the  general 
property  tax  in  that  most  of  the  intangibles  escaped  while  a  few 
taxpayers  were  taxed  at  confiscatory  rates  need  not  be  disappointed. 
The  millage  rate  and  the  recording  taxes  are  low  for  everybody. 
There  is  no  confiscation. 

But  the  disposition  seems  to  be  to  measure  the  success  of  the  in- 
tangibles tax  by  the  revenue  it  yields,  in  comparison  with  what  was 
derived  from  the  general  property  tax  on  the  intangibles  that  have 
now  been  given  a  special  classification.  It  was  apparently  thought 
that  Kansas  could  duplicate  the  record  of  ^Minnesota  in  bringing 
enough  more  property  on  the  tax  roll  to  more  than  make  up  for  the 
reduction  in  the  tax  rate,  making  the  revenue  under  the  mill  tax 
higher  than  it  would  have  been  under  the  general-property-tax  rate. 
In  this  respect  the  Kansas  law  has  failed.  The  revenue  under  the 
intangibles  tax  is  less  than  it  was  under  the  general-property-tax  law. 

II.    The  Fiscal  Returns 

Perhaps  the  performance  of  the  tax  can  be  best  measured  by 
comparing  its  yield  with  the  estimated  yield  of  the  intangibles  under 
the  general  property  tax.  There  are  obvious  limitations  to  the 
accuracy  of  this  method.  But  it  is  the  only  one  that  is  available. 
Moreover  the  fiscal  failure  of  the  classified  property  tax,  in  terms 
of  its  yield,  is  sufficiently  so  that  even  a  rough  method  of  analysis 
unmistakably  demonstrated  the  failure. 

Consider,  first,  the  assessed  valuation  of  all  taxable  property  for 
the  years  1923  and  1924,  the  last  two  years  preceding  the  classified 
property  tax.  For  the  former  year  the  amount  was  $3,577,114,130; 
and  for  the  latter,  $3,681,751,709.  The  average  for  the  two  is 
$3,629,432,969,  which  may  be  accepted  as  normal. 

Consider,  next,  for  the  same  two  years,  the  assessed  value  of  in- 
tangibles, as  nearly  as  they  can  be  ascertained  from  the  tax  ab- 
stracts, as  equalized  by  the  Tax  Commission.  It  is  shown  in  the 
following  table. 
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1923  1924 

Bonds  (public  and  railroad)..      $1,000,605  $1,451,468 

Shares  of  stock   8,278,921  7,231,180 

Moneys    50,175,705  42,646,064 

Credits  *    81,623,283  68,734,490 

Total    $141,078,514  $120,063,202 

For  1923  the  amount  of  assessed  intangibles  was  $141,078,514.  while 
for  1924  it  was  $120,063,202,  showing  a  decrease  of  over  $21,000,000, 
or  nearly  20%.  We  may  take  the  average,  of  $130,570,858,  for  the 
two  years  as  typical. 

It  appears,  therefore,  that  prior  to  1925  the  intangibles  assessed 
amounted  to  only  about  3.6%  of  the  total  assessment.  It  is  true  that 
certain  intangibles,  such  as  bank  stock,  merchants'  and  manufactur- 
ing money  and  credits,  and  the  excess  value  of  domestic  corpora- 
poration  shares  in  excess  of  their  assessed  physical  property  are  not 
included.  The  reason  is  that  they  remain  subject  to  the  general- 
property-tax  rate.  It  is  clear  that  no  great  calamity  would  have 
happend  to  the  tax  rate  on  tangible  property  had  all  the  classified 
intangibles  been  exempted  entirely.  It  would  merely  have  been 
necessary  to  raise  the  rate  on  tangible  property  by  3.6%  of  itself  in 
order  to  produce  the  same  amount  of  revenue.  For  example,  where 
the  rate  was  10  mills  on  the  dollar,  it  would  merely  have  become 
10.36  mills.  Since  most  of  the  owners  of  tangible  property  also 
have  some  intangible  property,  the  difference  in  the  distribution  of 
the  tax  would  not  have  been  at  all  revolutionary. 

The  total  tax  for  state  and  local  purposes  on  all  taxable  property 
for  1923  was  $75,617,688.  and  for  1924  it  was  $76,858,627.  The 
average,  of  $76,238,258.  for  the  two  years  may  be  accepted  as  nor- 
mal. On  the  assumption  that  the  tangible  and  intangible  classes  of 
property  were  distributed  in  the  same  proportion  among  the  differ- 
ent tax  districts  so  as  to  be  taxed  in  the  same  proportion  at  the 
different  tax  rates,  the  yield  from  the  intangibles  during  the  two 
years  would  be  in  the  same  proportions  as  their  respective  assessed 
valuations.  The  intangibles  would  yield  3.6%  of  the  total  property 
tax  revenue,  or  a  little  less  than  $2,750,000.  The  same  result  would 
be  obtained  by  multiplying  the  average  assessed  valuation  of  the 
intangibles  by  the  average  tax  rate,  of  20.09896  mills  on  the  dollar, 
for  the  two  years. 

This  sum  of  $2,750,000  is  the  sum  which  the  classified  intangibles 
must  yield,  under  the  low-rate  mill  tax  and  the  mortgage-registration 
tax.  in  order  to  leave  the  revenue  unaffected  by  the  change,  with 
the  same  tax  rate  on  tangible  property.     Or,  more  accurately,  the 

*  Real  estate  mortgages  are  included  here  as  credits  for  1923  and  1924. 
Before  1923  they  were  separately  reported. 
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intangibles  should  continue  to  produce  3.67c  of  the  total  property  tax 
revenue.  The  table  following,  giving  the  yield  for  1925,  shows  how 
far  the  classified  property  tax  failed,  during  the  first  year,  to  meas- 
ure up  to  this  fiscal  requirement. 

Class  of  Property  Amount  Percentage 

Total  property  tax  revenue   $79,852,272                  100 

Tangible  property  tax    78,920,272                    98-85 

Intangible  property   (2.5  mills)    ....  373,3i6                        .46 

Mortgage-registration   ta.x    548,684                        .69 

The  classified  property  tax.  during  the  first  year  of  its  operation, 
therefore  yielded  only  $922,000,  or  about  1.15%  of  the  total  prop- 
erty tax  revenue.  It  should  have  yielded,  in  order  to  throw  no 
extra  burden  upon  tangible  property,  32,750,000,  or  3.6%  of  the  total 
property  tax  revenue.  Since  1.15%  is  only  about  33.6%  of  3.6%, 
the  classified  property  tax  failed  to  measure  up  to  its  fiscal  require- 
ment by  nearly  two-thirds  of  its  anticipated  yield. 

Nor  has  there  been  any  noticeable  improvement  during  the  three 
years  following.  The  most  satisfactory  element  in  the  classified 
property  tax  in  Kansas  has  been  the  mortgage-registration  tax. 
There  are  indications  that,  prior  to  1925.  real  estate  mortgages  con- 
stituted about  30%  of  the  total  assessed  intangibles.  If  this  ratio 
held  good  for  1923  and  1924.  mortgages  yielded  about  30%  of  the 
$2,750,000  produced  for  each  of  these  years,  or  about  $825,000. 
The  yield  of  the  registration  tax  for  1925  was  $548,684.  While 
there  is  a  decrease,  that  w^as  probably  to  have  been  expected  in  view 
of  the  low  rate,  and  in  view  of  the  fact  that  the  tax  is  non-recurrent 
in  nature.  At  any  rate  there  is  no  reason  to  suppose  that  this  part 
of  the  law  is  not  reasonably  well  enforced.  If  more  revenue  is  to 
be  derived  from  taxes  on  real  estate  mortgages,  it  must  be  through 
an  increase  in  the  rate  on  the  longer  maturities,  which  probably  are 
taxed  too  leniently  in  proportion  to  the  shorter  maturities. 

If  the  mortgage-registration  tax  is  not  perhaps  far  below  the 
reasonable  expectations  that  might  have  been  entertained  as  to  its 
yield,  this  is  not  so  with  reference  to  the  mill  tax  on  intangibles. 
In  the  following  table  are  given  the  assessments  and  the  tax  yield 
of  those  intangibles  that  were  subject  to  the  2.5-mill  tax  for  1925 
and  1926,  and  to  the  5-mill  tax  for  1927  and  1928: 

Intangible  Assessments  .\nd  T.a.x  Yields,   1925-1928 
Year  Assessment  Yield 

1925     $148,667,608  $373,316 

1926    159,065,616  397,664 

1927    153,528,799  767.643 

1928     146,630,202  733.15 1 
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For  the  four  years,  mortgages  subject  to  the  registration  tax  are  of 
course  eliminated.  For  1927  and  1928,  the  bonds  classified  as  secured 
debts,  and  subject  to  the  1  mill  per  dollar  of  face  value  per  year 
until  maturity,  are  also  eliminated.  And  for  1927  and  1928  the  rate 
is  5  mills  instead  of  2.5  mills  for  the  two  earlier  years.  When  it  is 
remembered  that  for  the  years  1923  and  1924  the  intangibles  assess- 
ment, including  real  estate  mortgages,  was  something  over  $130,- 
000.000,  and  that  the  yield  for  each  of  those  years  is  estimated  at 
about  $2,750,000,  the  results  are  seen  to  be  anything  but  gratifying. 

The  returns  from  the  registration  tax  on  the  secured-debts  tax 
are  not  as  fully  available  as  we  could  wish.  They  are  payable  to 
the  state  treasurer.  For  the  period  ended  July  31.  1928,  the  pro- 
ceeds from  the  "secured  debts"  stamp  sales  amounted  to  $105,347.71, 
according  to  a  survey  of  the  state  treasurer's  records  made  by  the 
Tax  Department  of  the  Public  Service  Commission.  This  sum, 
however,  yields  no  very  definite  indication  as  to  what  the  normal 
annual  yield  will  be.  For  it  covers  a  period  somewhat  in  excess  of 
a  year,  and  a  period  that  includes  two  tax  days ;  moreover  the  secur- 
ities, once  registered,  are  tax-exempt  during  their  life  and  stay  in 
Kansas.  One  guess  is  almost  as  good  as  another;  but  for  the  sake 
of  having  a  definite  amount  I  will  hazard  the  proposition  that  the 
normal  annual  yield  of  the  "  secured  debts  "  tax  may  be  placed  at 
something  less  than  50%  of  the  yield  up  to  the  present  time,  or 
about  $50,000. 

There  are  still  two  items  unaccounted  for,  although  ])oth  of  them 
are  small.  One  is  the  registration  tax  of  the  "  secured  debts  "  to 
the  county  of  one  mill  on  each  dollar  of  face  value  of  the  registered 
securities.  There  is  no  information  as  to  the  yield  from  this  source. 
If  we  were  to  assume  that  the  average  maturity  of  the  secured 
debts  registered  was  five  years,  the  yield  to  the  county  treasurers 
would  be  one-fifth  of  the  annual  yield  of  the  stamp  tax  on  these 
same  securities  paid  to  the  State  Treasurer,  or  about  $10,000. 

The  other  item  requires  an  explanation  as  a  background.  In 
1927,  when  the  national  banks,  or  some  of  them  threatened  the  in- 
tangibles tax,  the  legislature  enacted  a  provision  that,  credits  com- 
peting with  the  shares  of  stock  of  national  banks  should  be  subject 
to  the  regular  general-property-tax  rate.  Some  doubt  prevails  as  to 
how  much  was  actually  assessed  under  this  heading  in  1927.  It 
would  have  been  pardonable  if  the  amount  had  been  zero.  For  if  it 
does  not  compete  it  pays  only  5  mills.  If  it  does  compete  it  may 
have  to  pay  a  rate  many  times  as  high.  For  the  year  1928,  how- 
ever, the  amount  of  intangibles  property  assessed  as  competing  with 
national  bank  stock  w\as  $464,211.*     On  the  assumption  that  this 

*  This  amount  is  not  final  because  the  rejiorts  were  not  made  accurately  to 
the  Public  Service  Commission.     Checking  up  may  change  the  amount. 
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amount  was  taxable   at  an  average   rate  of  25  mills,   the   revenue 
would  amount  to  something  less  than  $12,000. 

We  may  now  recapitulate  the  yield  of  the  taxes  on  intangibles,  as 
nearly  as  possible  as  they  were  of  1928,  partly  to  obtain  a  single 
sum  for  comparison,  and  partly  to  see  how  complicated  the  Kansas 
legislature,  in  two  short  biennial  sessions,  have  succeeded  in  making 
the  tax  on  intangibles. 

Vield  iq2S 
Particular  Part  of  the  Tax  (Estimated) 

General   (money  and  credits  taxable  at  5  mills) $733,000 

Mortgage-recording  tax    550,000 

"  Secured  debts  "  tax   (payable  to  State  Treasurer  through 

the  sale  of  stamps)    50,000 

Registration   tax  on   "  secured   debts "    (payable   to   county 

treasurer)     10,000 

Credits  competing   with   national  bank    shares    (taxable    at 

general-property-tax  rate    12,000 

Total $1,355,000 

The  sum  of  $1,355,000,  which  is  probably  not  far  from  the  normal 
yield  of  all  the  different  forms  of  intangibles  taxes  in  Kansas,  is 
almost  exactly  50%  of  the  $2,750,000  estimated  yield  of  the  money 
and  credits  during  the  years  1923  and  1924.  It  may  not  be  far  out 
of  the  way  to  say  that  in  order  to  avoid  the  inequities  of  the  general 
property  tax  on  intangibles  we  have  lost  507c  of  the  revenue,  small 
as  it  already  was.  The  amount  by  which  the  burden  of  the  tangible 
property  was  increased  is  not  by  3.6%  but  only  by  1.8%  of  itself. 
Where  the  rate  was  10  mills  it  would  have  to  be  10.18  mills;  where 
it  was  30  mills,  it  would  have  to  be  30.54  mills  to  make  up  the  deficit. 
On  the  average  the  dift'erence  is  small.  For  the  vast  bulk  of  the 
taxpayers,  the  difference  is  even  less,  since  most  of  them  own  both 
tangible  and  intangible  property,  and  what  they  lose  one  way  they 
gain  in  another.  But  at  its  worst,  the  failure  of  the  intangibles  tax 
to  measure  up  to  its  expectations  cannot  have  increased  the  burdens 
of  the  owners  of  tangible  property  appreciably. 

III.  Varying  Assessment  Increases 
Analysis  of  the  intangibles  assessment  of  the  individual  counties 
discloses  the  fact  that  most  of  them  showed  a  small  increase  when 
the  low  rate  went  into  effect.  The  following  table  shows  the  dis- 
tribution of  the  105  counties,  according  to  the  decrease  or  increase 
in  the  assessment  of  intangibles  for  1925  and  the'two  years  follow- 
ing over  the  average  assessment  of  the  same  class  of  property,  as 
nearly  as  it  can  be  ascertained,  in  1923  and  1924.  There  is  no 
appreciable  change  in  the  distribution  for  the  three  different  years, 
although  a  few  individual  counties  show  marked  changes  from  year 
to  vear. 
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Distribution  of  Counties  According  to  the  Decreases  or  Increases  in 

Their  Intangible  Assessment  in  1925,  1926  and  1927  Over  the 

Average  Assessment  for  1923  and  1924 

Percentage  1925  1926  igjj 

Less  than  50    2  i  i 

50  to  74   5  5  10 

75  to  99    31  27  27 

100  to   124   il  ZZ  24 

125  to   149    18  16  15 

150  to   174    6  10  II 

17s  to   199   3  2  8 

200  to  224    3  6  3 

225  to  249    I  2  2 

250  and   over     3  3  4 

Lowest  percentage    42  43  45 

Median  percentage   113  no  no 

Highest  percentage    990  710  530 

For  1925.  38  of  the  105  counties  showed  decreased  assessments  in 
1925  as  compared  with  1923-24,  the  lowest  assessment  being  only 
42%  of  the  1923-24  figure.  In  60  other  counties  there  was  an  in- 
crease of  less  than  100%,  and  in  51  counties  the  increase  was  less 
than  50%.  Only  one  county  (Cherokee)  arose  to  the  expectations 
that  might  have  been  reasonably  entertained,  showing  an  increase 
of  890%.  But  that  gain  shrank  to  610%  in  1926,  to  430%  in  1927 
and  to  310%  in  1928.  The  explanation  offered  is  that  the  phe- 
nomenal rise  and  decline  all  took  place  in  mining  leases.  It  seems 
that  the  county  board  originally  employed  a  special  deputy  to  assess 
mining  leases,  but  discontinued  the  practice  for  some  reason,  with 
the  result  as  shown.  The  difference  in  the  assessments  of  1925  and 
1928  is  almost  $4,000,000.  At  the  5-mill  rate  the  tax  on  that  sum 
is  $20,000.  If  this  particular  deputy  is  responsible  for  that  differ- 
ence, it  must  be  said  that  he  earned  his  keep. 

No  other  county  came  within  hailing  distance  of  Cherokee  county. 
The  median  change  was  an  increase  of  13%  for  1925,  of  10%  for 
1926,  and  of  10%  for  1927.  The  entire  efifect  of  the  law  may  be 
given  in  a  few  sentences :  Most  of  the  counties  showed  no  appre- 
ciable change ;  a  few  declined  appreciably,  a  few  arose  moderately, 
and  only  one  showed  an  increase,  which  had  it  been  general  would 
have  contributed  increased  revenue  from  the  intangibles  tax.  ap- 
preciably in  excess  of  the  yield  of  the  general  property  tax  on  in- 
tangibles. And  that  solitary  paragon  appears  to  be  rapidly  lapsing 
into  the  general  level  of  little  or  no  improvement,  as  far  as  the 
fiscal  returns  go. 

Being  something  of  a  statistics  hound,  and  being  constitutionally 
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unal)le  to  refrain  from  correlating  statistical  variables  that  yield 
themselves  to  such  comparison,  I  became  curious  as  to  whether  the 
wide  variation  in  the  increases  of  intangibles  assessments  of  the 
several  counties  upon  the  application  of  the  mill  tax  was  related  to 
or  caused  by  any  other  characteristics.  The  result  of  my  analysis 
is  that  there  is  not  much  except  chance  that  caused  the  variations. 
That  chance  may  have  come  in  the  form  of  a  particularly  efficient 
county  assessor. 

It  does  appear,  however,  that  in  counties  that  had  a  relatively 
large  percentage  of  their  total  assessments  in  the  form  of  intan- 
gibles in  1923-24,  there  was  relatively  little  of  an  increase  in  the 
intangibles  assessment  in  1925.  The  following  table  indicates  this 
tendency,  although  the  correlation  is  certainly  not  striking.  It  was 
after  all  to  be  expected  that,  where  the  intangibles  w-ere  already 
well  assessed,  there  would  be  less  opportunity  for  improvement,  and 
less  improvement  would  be  shown. 
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In  one  county  in  particular  is  that  relationship  demonstrated.  In 
Marshall  county  it  appears  that  a  relatively  few  wealthy  farmers 
owned  large  amounts  of  mortgages  and  other  forms  of  intangibles, 
and  regularly  listed  them  for  taxation,  presumably  on  grounds  of 
religious  scruples  against  making  false  oaths.  The  intangibles  as- 
sessment in  1923-24  amounted  to  5.76%  of  the  total  assessment, 
which  is  upward  of  twice  as  much  as  for  the  State  as  a  whole.  The 
assessments  of  intangibles  in  ^Marshall  county  for  1925,  1926  and 
1927  were  only  84%,  88%  and  84%,  respectively,  of  that  of  1923-24. 

As  it  happens,  this  relationship  may  be  important  as  far  as  the 
intangibles  law  is  concerned.  For  it  is  from  these  particular  coun- 
18 
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ties  that  the  opposition  to  the  law  chiefly  arose.  Kansas  has,  among 
other  things,  several  religious  communities  whose  members  are  par- 
ticularly strong  in  the  belief  that  it  is  sinful  to  swear  falsely.  They 
are  at  the  same  time  thrifty  and  prosperous.  Tliey  regularly  and 
conscientiously  listed  their  intangibles  even  though  subject  to  the 
high  general-property-tax  rate.  They  must  be  gluttons  for  fiscal 
punishment.  In  so  far  as  their  intangibles  consisted  of  real  estate 
mortgages,  as  was  probably  largely  the  case,  they  were  not  assess- 
able in  1925  and  afterwards.  In  so  far  as  they  consisted  of  other 
intangible  forms  they  were  afterwards  subject  to  the  low  rates.  In 
either  case,  the  total  assessment  of  intangibles  would  tend  to  de- 
crease. And  that  is  what  is  strenuously  objected  to  by  some  owners 
of  tangible  property  whose  tax  rate  has  thereby  been  increased 
somewhat. 

IV.   Explanations  of  Mediocre  Success 

Without  attempting  to  justify  the  mediocre  results  in  the  assess- 
ments of  intangibles  under  the  Kansas  act,  it  may  be  possible  to 
explain  them.  There  are  certain  circumstances  that  go  a  ])art  of 
the  way  as  such  explanation. 

In  the  first  place,  the  law  got  a  bad  start.  The  same  legislature 
that  enacted  the  classified  property  tax  in  1925  also  abolished  the 
State  Tax  Commission.  The  Commission  was  persona  non  grata 
among  the  legislature.  Among  its  other  crimes  is  to  be  reckoned 
the  fact  that  two  of  its  members  were  Democrats.  The  assessment 
under  the  new  law  began  as  of  March  first.  But  the  Tax  Commis- 
sioner of  the  Public  Service  Commission,  which  body  assumed  the 
•duties  of  the  Tax  Commission,  was  not  appointed  until  about  March 
10.  In  any  event  the  law  was  passed  so  near  March  first  that  the 
governor  could  not  possibly  have  installed  the  new  commissioner  in 
time  to  issue  the  necessary  instructions  to  the  assessors.  The  asses- 
sors were  then  largely  without  instructions.  Whether  or  not  it  was 
wise  to  aboli.sh  the  Tax  Commission,  the  time  for  doing  it  certainly 
was  most  inopportune.  It  was  a  case  of  swapping  horses  while 
crossing  a  stream. 

This  was  more  serious  than  might  at  firs.t  appear.  For  the  asses- 
sors as  a  whole  were  hostile  to  the  new  method.  Especially  hostile 
were  the  township  supervisors  who  were  ex-officio  the  deputy  asses- 
sors. In  one  brief  sentence  may  be  stated  their  attitude :  "  One 
dollar  is  as  good  as  another,  whether  tangible  or  intangi])le."  There 
was  no  time,  by  means  of  education,  to  dispell  the  implications  of 
this  statement. 

Among  the  taxpayers  there  seemed  also  to  be  a  fear  that  the  low 
rate  was  a  mere  trick  to  get  the  intangibles  on  the  list  and  there- 
upon raise  the  rate.  Whether  or  not  the  increase  in  the  rate  from 
2.5  mills  to  5  mills  has  aided  in  perpetuating  this  fear  is  uncertain. 
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Whether  the  law  so  intended  or  not,  the  fact  that  the  Tax  De- 
partment found  it  necessary  to  rule  that  the  taxpayers  be  allowed  to 
deduct  their  debts  from  their  credits  has  reduced  the  amount  of  the 
assessment.  No  deduction  was  allowed  of  debts  against  money,  and 
money  was  held  to  include  checking  bank  deposits.  Even  so,  the 
deduction  of  debts  in  case  of  most  taxpayers  would  eliminate  a 
large  part  of  their  credits.  It  was  also  held  that  taxpayers  might 
take  their  so-called  constitutional  $200  exemption  against  money 
and  credits  in  case  they  did  not  have  sufficient  tangible  personal 
property  to  exhaust  the  exemption.  While  this  exemption  of  course 
did  not  dissipate  the  credits  nearly  to  the  same  extent  as  did  deduc- 
tion of  debts,  its  effect  was  in  the  same  direction. 

Yet  all  of  these  circumstances  fail  by  far  to  explain  away  the  fact 
that  the  overwhelming  majority  of  the  money  and  the  credits  are 
not  assessed.  If  the  tax  is  to  be  judged  on  its  fiscal  merits,  it  is 
condemned.  If  on  top  of  this  the  courts  shall  finally  rule  that 
national  bank  stock  cannot  be  taxed  in  excess  of  5  mills,  then  some 
fifty  million  dollars  will  be  withdrawn  from  the  general-property-tax 
rate;  and  the  abolition  of  the  law  is  a  foregone  conclusion. 

Chairman  Leland  :  Before  coming  here  I  had  a  letter  from 
Mr.  Brindley  saying  that  he  could  not  be  here,  but  just  after  I  got 
in  the  room  this  evening  he  told  me  he  was  here,  and  told  me  he 
could  not  miss  the  opportunity  to  make  a  speech.  We  hope  he  will 
make  it  brief. 

John  E.  Brindley  (Iowa)  :  Mr.  Chairman,  at  this  late  hour,  and 
with  a  paper  from  my  friend  from  Michigan  which  I  know  you  all 
will  want  to  hear,  and  the  fact  that  it  was  entirely  impossible  to 
prepare  a  brief  statement — I  am  not  disposed  to  take  up  any  of  your 
time.  Perhaps,  however,  in  view  of  the  fact  that  Iowa  has  had 
seventeen  years'  experience  with  the  flat-rate  tax,  you  might  at 
least  be  interested  to  know  two  or  three  of  the  essential  facts  re- 
garding that  experience. 

Our  law  was  passed  in  1911,  patterned  in  a  measure  on  the  ex- 
perience at  that  time  of  Pennsylvania  and  Maryland.  Now,  the 
listing  of  moneys  and  credits  under  that  law  increased  somewhat, 
nothing  very  startling,  as  a  matter  of  fact  increased  practically  not 
at  all  for  a  couple  of  years,  for  special  reasons  which  I  have  not 
time  to  give  you ;  but  suffice  it  to  say  that  under  the  flat-rate  tax  the 
increased  assessments  in  Iowa  were  from  about  $175,000,000  actual 
valuable  in  1911,  when  the  law  was  passed,  to  $700,000,000  in  the 
peak  year  of  1921,  dropping  back  gradually  to  $500,000,000  last  year. 

The  rate  in  the  meantime  advanced  from  five  mills  to  six  mills, 
because  of  the  addition  of  the  one-mill  so-called  soldiers'  bonus  tax. 
So  you  will  observe  that  a  listing  of  $500,000,000  at  six  mills  would 
give  $3,000,000  a  year  in  tax  money. 
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Xow  that,  substantially,  is  our  experience  with  the  moneys  and 
credit  tax. 

I  wish  to  say  in  addition  and  in  conclusion  that  the  same  difficulty 
obtains  with  the  administration  of  this  tax  law  that  obtains  with  the 
administration  of  all  of  our  tax  laws  in  Iowa,  for  reasons  which 
will  be  brought  out,  of  course,  in  the  special  report  to  be  submitted 
to  the  general  assembly  in  December.  The  fact  of  the  matter  is,  I 
have  been  told  by  a  great  many  county  officials  in  the  State  of  Iowa, 
that  if  a  real  effort  were  made,  with  some  certain  amendments  to 
the  law,  there  would  be  no  difficulty  whatever  in  doubling  the  list- 
ing of  moneys  and  credits.  The  same  cause  that  has  brought  about 
the  breakdown  of  the  general  property  tax  in  the  State  of  Iowa, 
whether  viewed  from  the  point  of  view  of  earnings  on  the  one  hand 
of  property,  or  of  assessed  and  sale  values  on  the  other,  has  also 
resulted  in  this  rather  questionable  showing  so  far  as  moneys  and 
credits  are  concerned. 

Chairman  Leland  :  We  have  two  other  states  on  our  program 
tonight,  Oklahoma  and  Minnesota.  J.  G.  Armson  of  the  Minnesota 
Tax  Commission  has  a  brief  statement  concerning  the  operation  of 
their  low-rate  law  that  he  will  give  us  at  this  time. 

CLASSIFICATION  OF  PROPERTY  FOR  PURPOSES 
OF  TAXATION  IN  MINNESOTA 

J.    G.    ARMSON 
IVrember,  Minnesota  Tax  Commission 

For  more  than  twenty  years  past  Minnesota  has  used  the  prin- 
ciple of  classification  to  a  greater  or  less  extent  in  the  assessment 
of  property  for  purposes  of  taxation.  The  development  of  the  prin- 
ciple of  classification  in  our  state  has  been  evolutionary  rather  than 
revolutionary.  It  has  been  worked  out  by  progressive  steps,  each 
step  being  carefully  considered  in  relation  to  economic  justice  in 
taxation  and  to  effective  and  equitable  administration  of  tax  laws. 
With  us  classification  has  passed  the  experimental  stage  and  is  now 
firmly  imbedded  in  our  taxing  system. 

The  Constitution  of  the  State  of  Minnesota  was  adopted  in  1857, 
and  in  its  main  provisions  was  largely  a  copy  of  the  constitutions 
of  some  of  the  older  eastern  states.  The  original  tax  provision  of 
the  constitution  provided  that  "  All  taxes  to  be  raised  in  this  state 
shall  be  as  nearly  equal  as  may  be,  and  all  property  on  which  taxes 
are  to  be  levied  shall  have  a  cash  valuation  and  shall  be  equalized 
and  uniform  throughout  the  state."  This  rigid  rule  of  uniformity 
remained  in  force  for  nearly  half  a  century,  until  1906.  when  the 
tax  provision  was  amended  to  read:  "  Taxes  shall  be  uniform  upon 
the  same  class  of  subjects,  and  shall  be  levied  and  collected  for 
public  purposes." 
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In  addition  to  the  general  provision  authorizing  classification,  the 
state  constitution  contains  certain  specific  provisions  relating  to  the 
taxation  of  railroads,  motor  vehicles,  gasoline,  and  the  occupation 
of  mining  iron  or  other  ores. 

The  initial  step  in  classification  under  the  general  provision  of 
the  constitution  was  taken  in  1907  by  the  enactment  of  a  law  im- 
posing a  recording  or  registry  tax  on  mortgages  in  lieu  of  all  other 
taxes.  Prior  to  that  time  mortgages  were  subject  to  the  same 
method  and  rate  of  taxation  as  other  property,  but  comparatively 
few  of  them  ever  reached  the  tax  rolls.  Mortgage  loans  made  by 
residents  of  the  state  were  quite  generally  taken  in  the  name  of  a 
non-resident  for  the  express  purpose  of  evading  taxation.  As  show- 
ing the  failure  to  reach  mortgages  for  taxation  under  the  general- 
property-tax  method,  as  nearly  as  can  now  be  estimated,  only  about 
$4,500,000  in  mortgages  were  listed  for  taxation  in  1906,  while  the 
new  registry  tax  law  of  1907  disclosed  mortgages  in  excess  of  $61,- 
000,000.  In  1906  taxes  levied  on  mortgages  amounted  to  approx- 
imately $110,000,  while  under  the  registry  law  of  1907  the  tax 
exceeded  $306,000,  an  increase  of  nearly  200  per  cent.  The  in- 
crease in  tax  revenues,  however,  was  but  secondary  in  importance. 
Of  greater  importance  than  revenues  was  the  fact  that  the  new  law, 
:so  far  as  taxation  was  concerned,  enabled  residents  of  the  state  to 
loan  money  as  advantageously  as  could  non-residents. 

In  the  original  law  the  tax  was  50  cents  on  each  $100  of  the 
mortgage;  it  is  now  15  cents  on  each  $100,  if  the  life  of  the  mort- 
gage does  not  exceed  five  years,  and  25  cents  if  the  maturity  of  the 
mortgage  exceeds  five  years.  The  average  annual  tax  for  some 
years  past  has  been  in  excess  of  $500,000. 

The  second  step  in  classification  was  taken  in  1909  by  the  passage 
of  a  law,  known  as  the  "  bushel  tax  "  law,  which  provided  that  per- 
sons or  corporations  operating  grain  elevators  or  warehouses  should 
pay  a  tax  equal  to  one-fourth  of  one  mill  upon  all  wheat  and  flax, 
and  one-eighth  of  one  mill  on  other  grains  received  or  handled 
during  the  year.  The  rates  were  increased  to  one-half  mill  and 
one-fourth  mill,  respectively,  in  1919. 

The  "  bushel  tax  "  is  in  lieu  of  all  other  taxes  on  grain  in  store 
in  elevators  or  warehouses  on  May  1,  which  is  the  assessment  date 
in  our  state.  From  a  revenue  viewpoint  the  law  has  not  been  a 
success,  the  average  annual  tax  being  about  $100,000.  The  original 
purpose  of  the  law,  however,  was  not  to  increase  tax  revenues,  but 
to  enable  farmers  to  hold  their  grain  in  storage  without  being  sub- 
ject to  heavy  taxes.  In  operation  the  law  has  been  of  more  benefit 
to  the  grain  dealer  than  it  has  to  the  grain  producer. 

A  further  step  in  classification  was  taken  in  1911  by  the  enact- 
ment of  a  law  imposing  a  tax  of  three  mills  on  the  dollar  on  moneys 
and  credits  in  lieu  of  other  taxes.     Prior  to  that  time  we  had  at- 
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tempted  to  tax  money  and  credits,  other  than  mortgages,  in  the 
same  manner  and  at  the  same  rate  as  other  property.  The  attempt 
to  do  so  met  with  the  same  failure  as  similar  attempts  in  other 
states,  for  no  state  has  ever  yet  measurably  succeeded  in  reaching 
intangible  property  for  purposes  of  taxation  when  the  same  rate 
was  applied  to  it  as  to  tangible  forms  of  property.  It  simply  cannot 
be  done  under  present  human  frailties. 

The  low  flat  tax  on  intangibles  has  worked  very  satisfactorily 
with  us.  Not  only  has  it  enabled  owners  of  intangibles  to  be  honest 
and  truthful  in  their  tax  returns  without  danger  of  confiscation,  but 
it  has  increased  tax  revenues  from  this  source  more  than  three-fold, 
thus  relieving  tangible  property  of  a  part  of  its  tax  burden.  In 
1910,  the  last  year  that  we  attempted  to  tax  intangibles  at  the  same 
rate  as  other  property,  less  than  $14,000,000  was  returned  for  taxa- 
tion in  the  entire  state.  In  1911,  the  first  year  under  the  low  flat 
tax  law,  the  returns  were  $196,500,000,  an  increase  of  approximately 
1.400  per  cent  in  a  single  year.  In  1927  the  returns  had  grown  to 
$415,000,000,  an  increase  in  amount  of  approximately  3,000  percent 
in  sixteen  years. 

In  1910  the  total  of  tax  revenues  derived  from  intangil)les,  taxed 
the  same  as  other  property,  was  less  than  $380,000 ;  last  year  under 
the  low  tax  rate  it  was  $1,245,000,  or  more  than  three  times  greater 
than  it  was  under  the  high  rate.  Notwithstanding  the  increase  in 
amount  of  taxes,  the  tax  burden  per  person  assessed  was  very  much 
less  in  1927  than  in  1910,  due  to  the  large  increase  in  the  number 
of  persons  listing  intangibles  under  the  low  rate.  In  1910  only 
6,200  returns  of  money  and  credits  were  made;  in  1926  the  listings 
numbered  115,189.  The  average  tax  in  1910  per  person  assessed 
was  $61.25;  in  1926  it  was  $10.78,  thus  showing  that  notwithstand- 
ing the  large  increase  in  the  total  amount  of  the  tax,  the  burden  of 
the  tax  per  person  assessed  was  greatly  reduced  because  of  the  in- 
crease of  more  than  1850  per  cent  in  number  of  persons  listing  in- 
tangibles. 

Minnesota  was  the  first  state  to  ai)ply  the  i)rinciple  of  classifica- 
tion to  all  real  and  tangible  personal  property.  In  1913  the  legis- 
lature of  the  state  enacted  a  law  dividing  real  and  personal  property 
into  four  classes,  and  providing  that  each  class  should  be  taxed  at 
different  and  specified  percentages  of  true  and  full  value.  These 
classes  may  be  briefly  described  as  follows : 

Class  1  includes  iron  ore,  whether  mined  or  unmincd,  and  is  tax- 
able at  50  per  cent  of  true  and  full  value. 

Class  2  embraces  household  goods  and  furniture  used  in  the 
home,  including  the  furnishing  and  adornments  thereof,  taxable  at 
25  per  cent  of  true  and  full  value. 

Class  3,   as  originally  defined,   included    farm   lands,   or,   as   de- 
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scribed  in  the  law,  "  unplatted  real  estate  " ;  it  also  included  live 
stock,  agricultural  products,  the  goods  and  wares  of  merchants  and 
manufacturers,  and  all  tools,  implements  and  machinery,  taxable  at 
SSVs  per  cent  of  true  and  full  value.  In  1923  an  amendment  to 
Class  3  of  property  was  adopted,  subdividing  it  into  Class  3  and 
Class  3  A,  the  latter  to  include  all  agricultural  products  in  the  hands 
of  the  producer  and  not  held  for  sale,  and  all  tools,  implements  and 
machinery  used  by  the  owner  in  agricultural  pursuits,  to  be  taxed  at 
10  per  cent  of  true  and  full  value.  Class  3  was  further  amended  in 
1925  by  an  amendment  to  the  bank-tax  law,  transferring  shares  of 
bank  stock  from  Class  4,  taxable  at  40  per  cent,  to  Class  3,  taxable 
at  33}'3  per  cent  of  true  and  full  value. 

Class  4  embraces  all  property  not  enumerated  in  the  other  classes, 
taxable  at  40  per  cent  of  true  and  full  value.  The  most  important 
item  in  Class  4  is  platted  or  urban  real  property.  This  class  also 
includes  the  personal  property  of  certain  public  service  corpora- 
tions, such  as  street  railway,  telegraph,  power  and  light  companies. 

This,  in  brief,  describes  our  general  classification  law.  It  is  not 
contended  that  it  is  perfect,  nor  is  it  held  up  as  a  model  system  of 
classification.  It  may  be  said  in  a  general  way  that  classification 
has  a  two-fold  purpose,  (1)  the  recognition  of  the  taxable  ability  of 
property,  and  (2)  an  enforcible  tax.  The  first  applies  more  par- 
ticularly to  tangible,  and  the  second  to  intangible  property.  In  a 
general  way,  though  not  in  all  particulars,  our  classification  laws 
conform  to  these  dual  purposes.  In  the  main  taxable  ability  is 
recognized  in  the  classification  of  tangible  property,  and  an  enforc- 
ible tax  in  the  classification  of  intangible  property. 

Time  will  not  permit  of  an  extended  discussion  of  the  economic 
reasons  justifying  the  application  of  various  percentages  of  taxable 
value  to  different  types  of  property,  as  is  done  in  Minnesota.  How- 
ever, a  brief  reference  thereto  seems  necessary  to  a  proper  under- 
standing of  the  underlying  principles  upon  which  our  classification 
laws  are  based. 

Let  us  first  consider  Class  1,  iron  ore,  which  is  taxable  at  50  per 
cent  of  value.  This  is  the  highest  taxable  percentage  applied  to 
any  property  under  our  system  of  classification.  This  higher  per- 
centage was  justified  by  its  advocates  on  the  ground  that  our  large 
and  valuable  deposits  of  iron  ore  were  a  heritage  of  the  people, 
and  that,  when  exploited,  a  substantial  part  of  their  value  should  be 
taken  in  the  form  of  a  tax  for  the  benefit  of  all  the  people.  It  was 
further  contended  that  iron  ore  does  not  reproduce  itself,  therefore 
its  value  is  diminished  by  use  through  depletion,  and  that  because  of 
this  diminishing  value  it  should  bear  a  heavier  tax  than  other  forms 
of  natural  wealth  not  diminished  by  use. 

It  is  not  my  purpose  to  discuss  the  economic  soundness  of  these 
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theories,  but  regardless  of  their  soundness,  they  were  the  controlling 
factors  in  placing  iron  ore  in  the  higher  taxable  class.  These 
theories  were  further  emphasized  in  1921  by  the  enactment  of  a 
law  imposing  a  tax  equal  to  6  per  cent  of  net  value  on  persons  en- 
gaged in  mining  or  producing  iron  ores.  The  occupation  tax  is  in 
addition  to  ad-valorem  taxes  and  has  averaged  a  little  over  $3,125,- 
000  annually  during  the  seven  years  the  law  has  been  in  force. 

It  is  scarcely  necessary  to  discuss  the  economic  wisdom  of  the 
low  taxable  value  placed  on  Class  2,  household  goods,  which  are 
taxable  at  25  per  cent  of  true  and  full  value.  It  is  quite  probable 
that  such  property  would  be  entirely  exempted  from  taxation  if  our 
constitution  permitted  it.  There  are  many  reasons  why  such  prop- 
erty should  not  be  taxed.  It  is  a  difficult  type  of  property  to  assess 
because  of  its  varying  character  and  value.  It  is  an  irritating  tax, 
because  in  order  to  equitably  value  it.  the  privacy  of  the  home  must 
be  invaded.  It  is  not  a  source  of  wealth,  for  it  produces  no  income. 
Finally,  it  should  be  exempted  in  the  interest  of  the  home  and 
family  relationship,  for  it  is  such  relationship  that  makes  a  nation 
stable  and  enduring. 

Class  3  and  4,  so  far  as  personal  property  is  concerned,  may  be 
dismissed  without  extended  discussion,  the  items  in  each  class  being 
taxable  at  iSVs  per  cent  and  40  per  cent,  respectively.  The  items  in 
Class  4  consist  mainly  of  the  personal  property  of  certain  public 
service  corporations.  It  is  contended  that  the  higher  taxable  value 
placed  on  such  property  is  justified  because  these  corporations  enjoy 
many  privileges  denied  private  persons,  such  as  the  use  of  streets 
and  highways,  the  right  of  eminent  domain,  and  other  value  privi- 
leges. 

Class  3  A.  consisting  of  agricultural  products  and  farm  imple- 
ments and  taxable  at  10  per  cent  of  value,  has  the  lowest  taxable 
value  of  different  classes  included  in  our  general  classification  law. 
It  is  essentially  a  farm  class  and  is  a  concession  to  the  important 
and  dominating  interest  of  the  state — agriculture. 

It  is  not  easy  to  justify  the  difference  in  the  taxable  percentage 
of  farm  and  urban  real  property,  the  former  being  ta.xable  at  SSVs 
per  cent  and  the  latter  at  40  per  cent  of  true  and  full  value.  While 
it  is  possible  that  some  reasons  might  be  given  for  taxing  business 
property  at  a  higher  percentage  than  rural  property,  there  is  no 
economic  justification  for  taxing  a  home  in  an  urban  district  20  per 
cent  higher  than  a  productive  farm  adjoining  the  urban  district. 
Perhaps  a  more  logical  classification  would  be  the  application  of  a 
different  and  higher  percentage  of  taxable  value  to  land  than  to 
buildings  and  improvements  on  land,  particularly  to  dwellings.  This 
classification  would  recognize  to  some  extent  the  force  of  the  argu- 
ment of  the  single-taxer  that  land  values  are  community-made  values, 
while  improvements  on  land  are  man-made  values,  and  that  there- 
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fore  the  former  should  bear  a  greater  tax  burden  than  the  latter. 
This  theory  was  embodied  in  a  bill  introduced  in  the  legislature  a 
few  years  ago,  but  the  bill  died  in  the  committee  room. 

The  difference  in  the  percentage  of  taxable  value  applied  to  rural 
and  urban  real  property  in  our  law  was  due  largely  to  political  ex- 
pediency rather  than  to  sound  economic  reasoning.  Prior  to  the 
enactment  of  the  general  classification  law  it  had  been  the  practice 
to  assess  farm  lands  at  from  25  to  30  per  cent  of  actual  value,  while 
in  cities,  because  of  greater  revenue  needs,  the  assessment  was  made 
at  from  40  to  50  per  cent  of  actual  value.  This  practice,  while  not 
authorized  by  law,  had  been  followed  for  so  many  years  that  it  had 
obtained  almost  the  force  of  law.  In  a  measure  the  practice  of 
under-valuation  had  received  the  sanction  of  the  legislature,  because 
nearly  all  of  our  laws  relating  to  limitation  of  tax  levies,  to  public 
indebtedness,  and  to  salaries  of  certain  public  officials,  had  been 
based  on  taxable  values.  Rural  and  urban  communities  had  adjusted 
their  public  afifairs  to  the  limitations  fixed  on  the  practice  of  under- 
valuation. It  was  therefore  deemed  more  expedient  in  enacting^ 
the  general  classification  law  to  follow  a  long-established  practice 
rather  than  amend  the  numerous  laws  relating  to  tax  levies,  public 
indebtedness,  and  salaries  of  public  officials,  hence  the  statement 
that  political  expediency  largely  controlled  our  classification  of  real 
property. 

So  far  as  our  own  state  is  concerned  there  has  been  no  serious 
protest  against  this  classification.  Agriculture  is  the  basic  industry 
of  our  state.  If  our  classification  laws  seem  to  favor  the  farmer  by 
relieving  him  of  a  small  part  of  his  tax  burden,  in  the  end  the  in- 
dustrial and  commercial  interests  of  the  state  will  also  benefit  from 
such  relief,  for  with  us  the  prosperity  of  the  farmer  is  a  fair  barom- 
eter of  the  prosperity  of  the  state. 

But  notwithstanding  some  imperfections  in  our  laws,  classifica- 
tion with  us  has  much  to  its  credit  in  the  way  of  actual  accomplish- 
ments. At  no  time  in  the  history  of  our  state  have  we  had  such 
equality  and  thoroughness  of  assessment  as  at  the  present  time,  due 
in  large  part  to  the  fact  that  classification  has  the  whole-hearted 
approval  of  assessing  officials  because  of  its  enforcible  provisions. 
Respect  for  the  law  is  a  prerequisite  for  observance  of  law.  Our 
equal  and  uniform  tax  laws  were  not  respected  because  of  certain 
fundamental  weaknesses  in  the  economic  justice  of  the  equal  and 
uniform  rule.  The  uniform  rule  was  not  and  could  not  be  enforced 
with  us,  because  of  its  defects.  The  result  was  that  our  assessments 
under  the  system  abounded  in  omissions  and  under-valuations. 
While  classification  has  not  entirely  overcome  omissions  and  under- 
valuations, it  has  reduced  them  to  almost  a  minimum.  If  the  law 
had  no  other  accomplishment  to  its  credit  than  greater  equality  of 
valuation,  it  would  still  justify  its  enactment. 
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111  conclusion,  while  no  claim  of  perfection  is  made  for  our  classi- 
fication laws,  they  are  working  very  satisfactorily.  Classification 
will  not  in  itself  reduce  tax  burdens.  Tax  Inirdens  are  determined 
by  public  expenditures,  rather  than  by  the  percent  of  value  at 
which  different  types  of  property  are  taxed.  Under  classification, 
as  already  stated,  the  taxable  ability  of  property  can  be  recognized. 
If  the  principle  be  intelligently  applied  under  central  supervision 
the  burden  of  the  tax,  measured  by  faculty  or  ability,  can  be  much 
more  equitably  apportioned  than  under  the  rigid  rule  of  uniformity. 

As  already  stated,  classification  is  no  longer  an  experiment  with 
lis;  it  is  now  a  vital  part  of  our  taxing  system.  It  would  be  most 
unfortunate  indeed  if,  because  of  the  attitude  of  certain  financial 
interests,  we  should  be  compelled  to  repeal  some  of  its  desirable 
provisions — an  attitude  that,  in  my  opinion,  if  successfully  main- 
tained will  react  as  unfavorably  on  those  interests  as  it  will  on  the 
entire  financial  structure  of  our  state. 

Chairman  Lelaxd:  Mr.  Edwin  Dabney,  Attorney  General  of 
Oklahoma  is  our  next  speaker. 

THE  CLASSIFIED  PROPERTY  TAX  EXPERIEXXE 
OF  OKLAHOMA 

EUWIX    DABNEY 
Attorney  General  of  Oklahoma 

Doctor  Leland  could  not  have  fully  appreciated  the  extreme  diver- 
sity of  the  work  of  a  member  of  the  staff  of  an  Attorney  General 
when  he  requested  me  to  "  prepare  a  paper  giving  the  facts  in  Okla- 
homa ''  of  the  results  of  classified  property  taxation.  Although  we 
of  the  State's  legal  department  are  occasionally  confronted  with  the 
various  taxes  in  force,  still  our  acquaintance  is  not  that  of  analytical 
experts — the  acquaintance  of  a  surgeon  with  a  human  organism. 

So,  to  attempt  to  summarize  the  results  from  the  classified  prop- 
erty tax  in  Oklahoma,  to  me,  can  be  no  more  than  a  delineation  of 
the  method  of  application  of  the  tax  to  the  selected  subjects.  Not 
being  a  statistical  accountant  or  engineer,  I  shall  be  obliged  to  dis- 
appoint you  by  an  inability  to  furnish  plotted  curves  on  logarithmic 
graph. 

To  begin,  it  should  be  recalled  that  Oklahoma  was  one  of  the  last 
states  to  l)e  admitted  to  the  Union.  The  framers  of  its  govern- 
mental machinery  were  enabled  to  select  from  all  of  the  models  of 
social  codes,  in  force  elsewhere,  both  the  cream  and  sediment  of 
their  experimentation. 

Especially  was  this  privilege  exercised  in  the  matter  of  taxation. 
To  make  certain  that  there  should  never  be  a  failure  of  revenue, 
the  framers  of  our  Constitution,  in  addition  to  the  returns  from  the 
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ad-valorem  property  tax,  the  raising  of  public  funds  was   further 
augmented  by  the  following  grant : 

"  The  Legislature  shall  have  power  to  provide  for  the  levy 
and  collection  of  license,  franchise,  gross  revenue,  excise,  in- 
come, collateral  and  direct  inheritance,  legacy,  and  succession 
taxes;  also  graduated  income  taxes,   graduated  collateral   and 
direct  inheritance  taxes,  graduated  legacy  and  succession  taxes ; 
also  stamp,  registration,  production  or  other  specific  taxes." 
And  coupled  with  this  was  the  express  grant  to  the  Legislature  per- 
mitting it  to  select  and  classify  property  for  taxation  and  to  value 
different  classes  by  different  means. 

In  Oklahoma,  these  permissive  declarations  of  the  fundamental 
law  have  been  fully  exercised,  both  by  experimental  application 
and  by  sustained  practical  use.  But,  aside  from  the  mortgage  tax 
and  possibly  one  or  two  others  of  similar  unimportant  nature,  the 
classification  of  property  for  special  taxation  has  not  extended  to 
the  providing  of  local  revenues.  The  special  taxes  have  been  almost 
wholly  devoted  to  state  purposes,  or,  after  collected  by  the  state, 
only  partially  distributed  to  governmental  subdivisions. 

As  a  fair  example  might  be  taken  the  most  important  of  our 
classified  property  taxes  —  the  gross-production  tax  on  natural  re- 
sources. Rich  as  Oklahoma  is  in  mineral  resources,  this  tax  has 
provided  the  great  bulk  of  the  state  governmental  revenues  for  the 
past  ten  years. 

This  tax  is  laid  on  certain  ores,  oils  and  natural  gas.  based  upon 
its  value  at  the  time  of  production.  Of  this  value,  a  fixed  percent- 
age is  assessed  as  tax  and  collected  quarterly  by  the  State  Auditor. 
The  tax  is  in  lieu  of  all  taxes,  state,  county  and  local  municipal, 
upon  the  property  and  privileges  actually  used  in  production.  It  is 
assumed  that  this  tax  equalizes  the  tax  burden  with  the  general 
property  tax,  and  has  been  sustained  upon  such  theory  by  the  courts. 
Of  course,  no  fiction  was  indulged  in  such  as  assumption! 

On  solid  minerals,  such  as  asphalt,  lead  and  zinc,  the  rate  is  one- 
half  of  one  per  cent  of  the  market  value  at  the  mine  at  the  time  of 
production.  On  petroleum  and  other  mineral  oils  and  on  natural 
gas,  the  tax  is  three  per  cent  of  the  cash  value  at  the  well  at  the 
time  of  production. 

Both  producers  and  royalty  owners  are  required  to  report  to  the 
State  Auditor  on  the  first  days  of  June,  September,  December  and 
March,  by  filing  a  sworn  statement  showing  the  location  of  the  mine 
or  well,  the  kind  of  natural  resource  produced,  the  actual  cash  value 
of  same  at  the  place  of  production,  and  to  pay  the  fixed  tax  upon 
the  production  apportioned  to  the  person  reporting.  The  form  re- 
quires certain  other  information  such  as  the  names  of  others  in- 
terested in  the  production,  enabling  the  Auditor  to  check  the  reports 
and  the  possible  delinquency  of  co-owners.  Thirty  days  are  allowed 
before  the  tax  becomes  delinquent,  at  which  time  a  penalty  of  18 
per  cent  per  annum  of  the  amount  of  the  tax  is  affixed. 
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The  State  .Auditor  is  clothed  witli  full  powers  to  determine 
whether  any  return  is  true  and  correct,  and  to  compute  the  tax  upon 
tliese  findini^s.  Authority  is  also  placed  in  the  State  Board  of 
F.qualization.  either  upon  its  own  motion  or  upon  complaint  of  any 
a.tri^^rieved  taxpayer,  to  inquire  into  and  determine  whether  the  tax 
imposed  is  greater  or  less  than  the  ad-valorem  property  tax  would 
be  on  the  property,  and  it  may.  upon  such  inquiry,  raise  or  lower 
the  rate  of  tax  to  equalize  it  with  the  general  ad-valorem  tax. 

Inasmuch  as  oil  and  gas  in  place  are  not  recognized  as  subjects 
of  individual  present  ownership  by  the  Oklahoma  courts,  and  inas- 
much as  the  minerals  are  widely  distributed  during  a  year's  time, 
the  practical  application  of  this  equalization  has  been  judiciously 
postponed  by  the  Board  of  Equalization. 

The  yield  from  this  tax  in  Oklahoma  approximated  eleven  niillion 
dollars  in  1926.  Of  this,  two-thirds  was  distributed  to  the  State  for 
current  expenses  of  state  government,  and  one-third  was  remitted 
to  the  counties  from  which  the  production  was  taken.  The  portion 
sent  to  the  counties  is  apportioned  one-half  to  the  aid  of  common 
schools  and  one-half  to  the  county  highway  fund. 

The  importance  of  this  ta.x  may  be  more  readily  appreciated  by  a 
tabulation  of  the  State  Auditor,  furnished  to  the  Legislature  in 
January,  1927.  The  tabulation  does  not  include  ad-valorem  prop- 
erty-tax receipts  collected  by  the  local  authorities,  the  small  state 
levy,  when  required  at  all,  being  transmitted  by  county  collectors. 
Neither  does  it  include  the  automobile  license  tax,  collected  by  the 
State  Highway  Department  and  there  devoted  to  road  purposes. 
But  this  table,  accurately  showing  the  relative  importance  of  the 
special  state  taxes,  is  as  follows: 


Year 

Gross 
Production  Tax 

Gasoline  Tax 

Income  Tax 

1023 

1924  .  .  . 

1925  ... 

1926 

$8, 1 8  r, 080,5 1 
7,511,746.30 
9,177,153  40 

10, '.78. 300.25 

$602,310.19 
3,i87.o;5.04 
5,150.670.11 
6,246.349.21 

$322,446.42 
201,0X5.31^ 
■;45,o^6.8o 
526,129.66 

Year 

I.nheritance  Tax 

Other 

Special  Taxes 

Tntalof  All 
.Special  Taxes 

IQ23    .... 

1924  .... 

1925  .    . 

1926  .... 

$143,709-57 
1 14, 183,41 
119,726.57 
356,688.35 

$76,380.73 
50,700. 10 
43.5I9-I2 
55,144.28 

$9,325,927.42 
1 1,064,750  20 
14.836,106  ro 
18,162,611.75 
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Beginning  in  1931,  this  tax  will  be  greatly  augmented  by  the  re- 
turns from  the  production  of  Indian  lands. 

As  you  all  know,  Oklahoma  was  formed  by  the  Union  of  Okla- 
homa Territory  with  Indian  Territory.  The  latter  was  principally 
composed  of  the  allotments  to  the  individual  Indians  of  what  were 
known  as  the  Five  Civilized  Tribes.  Pursuing  a  policy  of  guardian- 
ship over  these  Indians,  the  federal  government  restricted  most  of 
these  allotments  against  alienation,  and  (to  Congress)  incidentally 
restricted  the  lands  from  taxation. 

This  restriction  against  taxation  has  been  a  thorn  in  the  side  of 
Oklahoma  for  the  past  twenty  years.  It  has  hampered  public 
projects,  embarrassed  the  public  revenue,  and  unduly  burdened  the 
unrestricted  property  of  the  State. 

The  topic  of  this  restriction,  all  of  which  will  be  completely  re- 
moved by  1931,  could  form  a  thesis  of  itself.  It  is  adverted  to 
merely  to  show  the  efifect  upon  the  gross-production  tax,  from  which 
minerals  produced  from  restricted  Indian  land  have  been  held  to  be 
exempt,  both  as  to  the  operator  and  the  royalty  owner.  The  former 
is  exempted  on  the  theory  of  his  being  a  governmental  instrumen- 
tality for  the  development  of  the  property  of  the  Indian  wards  of 
the  government ;  the  latter  are  exempt  by  reason  of  the  exempt 
source  of  the  mineral,  i.  e.  restricted  land. 

Up  until  recently,  the  greater  part  of  the  minerals  produced  in 
Oklahoma  have  been  produced  from  the  Indian  Territory  part  of 
the  State.  The  reference  to  the  rich  Indian  has  long  ago  supplanted 
the  appellation  of  "  Poor  Lo  ". 

It  is  impossible  to  estimate  the  loss  of  gross-production-tax  rev- 
enue to  the  state  resulting  from  these  restrictions.  We  know  that 
up  until  1920,  the  Interior  Department  had  received  a  total  of 
$36,834,482.66  as  royalties  for  incompetent  Indians  under  direct 
supervision ;  and  yet.  the  Indians  participating  in  this  fund  could 
not  amount  to  even  a  small  proportion  of  the  Indians  deriving  ex- 
emption benefits  for  their  mineral  royalties.  Only  those  whose 
funds  were  held  by  the  government  are  represented. 

However,  the  magnitude  of  the  exemption  may  be  better  under- 
stood by  considering  that  the  usual  royalty  for  oil  is  one-eighth  of 
the  production;  and,  the  greater  part  of  this  royalty  fund  being 
derived  from  oil,  we  find  a  production  of  the  value  of  approx- 
imately $300,000,000.00  exempt  from  taxation.  This  sum,  if  taxable 
at  3%  would  have  yielded  to  the  State  for  governmental  operation 
and  to  the  counties,  for  roads  and  schools,  somewhere  in  the  neigh- 
borhood of  $10,000,000.  And  yet,  as  before  stated,  this  is  but  a 
small  part  of  the  potential  taxable  mineral  production  now  exempted 
from  tax  burdens. 

With  the  exception  of  the  Great  Seminole  field  and  a  few  other 
areas,   the   Indian   Territory   fields   have   been   producing   mineral 
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wealth  for  a  number  of  years.  Their  annual  output  has  steadily 
decreased  althous,'h.  tog-ether  with  localities  yet  to  be  developed,  the 
Indian  Territory  portion  of  Oklahoma  will  long  remain  a  cornu- 
copia for  individuals.  As  the  tax  exemptions  are  lifted,  and  as  the 
new*  prospective  mineral  lands  in  what  was  Oklahoma  Territory  are 
developed,  the  gross-production  tax  should  prove  to  be  a  long-lasting- 
and  liberal  source  of  income  to  Oklahoma.  In  fact,  it  is  not  too 
much  to  believe  that  it  may  reach  the  point  of  greatest  public  use- 
fulness in  the  future. 

But  collection  of  the  tax  from  oil  production  has  not  always 
proved  easy.  Oklahoma  has  had  her  epidemic  of  small  unstable  oil 
companies.  In  fact,  the  infection  is  still  present  and  doubtless  will 
always  remain. 

After  a  few  months  of  what  is  known  as  "  flush  production  " — 
when  the  wells  pour  forth  liquid  gold  at  a  great  rate,  due  to  fresh 
and  unimpaired  gas  pressure  behind  the  oil — the  wells  usually  settle 
to  a  small  production  or  possibly  become  entirely  worthless.  Unless 
the  tax  collections  are  made  promptly,  the  state  may  lose  its  tax 
despite  all  measures  for  sale  under  attachment,  etc.  Tax  money 
cannot  be  collected  from  a  bankrupt  concern ;  and,  for  the  benefit 
of  you  who  contemplate  the  speculative  returns  from  oil  investments, 
let  me  state  that  more  oil  operators  "  go  broke  "  than  do  those 
whose  wives'  pictures  adorn  the  society  pages  of  the  metropolitan 
press. 

Moreover,  there  is  a  saying  that  "  every  oil  well  is  a  lawsuit  " — 
it  may  create  two  or  three  suits.  z\nd  lawsuits  over  possession  of 
oil  wells  tie  up  the  production  money.  The  pipeline  companies  who 
purchase  the  oil  withhold  the  money  due  for  oil  taken  from  dis- 
puted wells  until  they  know  to  whom  to  pay  it.  ^Meanwhile,  the  tax 
remained  unpaid. 

It  was  1925  before  this  problem  was  solved.  The  solution  has 
proved  highly  successful. 

A  few  large  pipeline  companies  and  some  smaller  refineries  absorb 
almost  all  of  the  oil  produced,  purchasing  it  at  a  posted  price  de- 
pending on  grade.  Recognizing  this  condition,  the  Legislature  at 
last  authorized  the  State  Auditor  to  issue  warrants  to  the  oil  pur- 
chaser for  the  amount  of  the  tax,  and  provided  that  the  Auditor's 
receipt  should  be  accepted  by  the  purchaser,  who  should  pay  the 
State,  and  that  this  receipt  might  then  be  delivered,  by  the  pur- 
chaser, to  the  owner  of  the  oil  in  lieu  of  money  in  settlement  of  the 
purchase  price  of  the  production. 

This  system  has  proved  so  cheap  and  so  efficacious  that  it  is  en- 
tirely probable  that  the  method  will  be  adopted  as  the  sole  medium 
of  collection  in  a  relatively  short  time.  It  is  receiving  the  fire  test 
of  use  and  may  serve  as  a  model  for  collections  of  other  sorts  of 
taxes  in  the  future. 


PROPERTY  TAX  EXPERIENCE  OF  OKLAHOMA  287 

Oklahoma's  next  outstanding  classified  property  tax  is  the  gaso- 
line tax,  inaugurated  for  the  first  time  in  1923.  At  first  it  was 
levied  at  the  rate  of  one  cent  per  gallon  upon  each  gallon  of  gaso- 
line consumed  in  the  State  of  Oklahoma.  In  1924  the  assessment 
was  increased  to  lYi  cents,  and  in  1925  the  tax  was  raised  to  3  cents 
per  gallon,  resulting  in  a  tremendous  increase  in  revenue,  as  may 
be  seen  from  the  figures  heretofore  cited. 

Over  two  hundred  million  gallons  of  gasoline  were  consumed  in 
Oklahoma  in  1926,  giving  the  state  a  revenue  of  over  six  million 
dollars.  In  1927,  nearly  a  quarter  of  a  billion  gallons  was  con- 
sumed, rendering  a  tax  revenue  of  $7,224,276.29. 

This  entire  tax  revenue  is  turned  over  to  the  State  Highway  De- 
partment for  road  and  bridge  purposes  and  is  distributed  by  that 
governmental  agency. 

The  law  requires  that  one-third  of  the  gasoline  tax  receipts  shall 
be  apportioned  quarterly  to  each  county  in  the  State  in  that  per- 
centage which  the  population  and  area  of  each  county  bears  to  the 
population  and  area  of  the  entire  State.  The  sums  resulting  from 
this  apportionment  are  sent  to  the  several  counties — for  deposit  in 
their  county  highway  funds. 

The  law  further  provides,  and  many  of  the  counties  have  taken 
advantage  of  the  provision,  that  the  gasoline  tax  apportionment  may 
be  devoted,  in  part  or  entirely,  to  the  creation  of  the  sinking  fund 
for  the  payment  of  principal  and  interest  of  county  road  bonds. 
Sinking-fund  levies  have  been  materially  decreased,  in  many  coun- 
ties, by  this  procedure. 

The  remaining  two-thirds  of  the  tax  receipts  is  deposited  in  the 
State  Highway  Construction  and  Maintenance  Fund,  under  the 
supervision  of  the  State  Highway  Commission.  With  this  revenue, 
the  State  has  been  enabled  to  establish  a  system  of  state  aid  to  local 
road  construction,  corresponding  to  and  complementing  the  federal 
aid  system  of  the  National  government.  The  only  limitation  placed 
by  law  upon  this  aid  system  is  that  there  must  be  on  hand  at  least 
25%  of  the  amount  required  as  state  aid  for  the  construction  of  a 
proposed  highway  before  a  contract  for  the  work  may  be  awarded. 
This  is  to  protect  any  possible  depletion  of  revenue  from  unexpected 
causes. 

The  mechanics  of  this  tax  are,  I  believe,  quite  effective  in  our 
State.  Gasoline,  as  used  in  the  law,  is  defined  as  including  benzol, 
liberty  fuel,  and  all  other  volatile  and  inflammable  petroleum  prod- 
ucts having  a  Baume  gravity  above  50  degrees  at  a  temperature  of 
60  degrees  Fahrenheit. 

Prior  to  the  enactment  of  the  tax  law,  and  operating  as  a  police 
function  entirely  independent  of  the  revenue  system,  Oklahoma  had 
established  an  oil-inspection  system.  All  oil  and  liquid  petroleum 
products,  which  may  or  can  be  used  for  illumination,  heat  or  power,. 
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manufactured  or  brought  into  the  State,  must  be  inspected  before 
being  used,  consumed,  sold  or  offered  to  be  sold  or  otherwise  dis- 
posed of  to  merchants  or  consumers.  The  complexities  of  this  in- 
spection system  need  not  be  here  discussed  beyond  that  it  provides 
for  the  inspection  to  take  place  while  the  liquid  is  in  the  hands  of 
the  wholesale  dealer,  manufacturer  or  importer. 

The  gasoline  tax  law  requires  the  state  inspectors  to  report  the 
names  and  addresses  of  the  consignees  of  the  persons  in  whose 
liands  the  gasoline  is  inspected,  the  number  of  gallons  inspected  and 
the  amount  of  tax  thereon,  computed  on  a  basis  of  97%  of  the  gross 
gallonage  (3%  is  allowed  for  evaporation  and  other  losses).  If  the 
manufacturer  or  importer  uses  the  gasoline  himself,  he  pays  the  tax. 
■otherwise  the  tax  is  collected  from  the  consignee  monthly. 

A  penalty  of  18%  per  annum  is  charged  for  delinquencies;  and 
the  tax  warrant  of  the  auditor  may  be  levied  upon  the  property, 
assets  and  effects  of  the  delinquent  by  the  sheriff,  creating  a  lien 
upon  such  credits.  This  lien  is  affixed  until  the  tax  is  paid,  the 
State  being  authorized  to  sue  for  the  tax  and  to  foreclose  the  lien. 

The  State  has  sustained  a  few  losses  due  to  irresponsibility  of 
the  person  liable  for  the  tax,  but  as  a  rule  these  persons  are  small 
vendors  of  gasoline  and  therefore  were  not  delinquent  in  any  sub- 
stantial sum. 

There  has  been  some  argument  as  to  whether  this  tax  was  a  classi- 
fied property  tax  or  a  sales  tax.  This  discussion  arose  between  the 
State  and  the  Federal  Government  a  couple  of  years  ago. 

The  Federal  Government  presented  two  situations,  the  applica- 
tion of  the  law  to  which  effectively  settled  the  status  of  the  tax. 

First,  it  was  contended  that  federal  employees  using  federal- 
ow-ned  cars  on  federal  business  could  deduct  three  cents  from  the 
retail  price  of  gasoline  purchased  from  private  filling  stations  and 
the  filling-station  owner  might  deduct  federal-purchased  gallonage 
from  his  tax  return.  Secondly,  it  was  contended  that  where  the 
Federal  Government  purchased  gasoline  from  the  person  in  whose 
hands  it  was  inspected,  the  tax  could  not  be  collected  from  the 
government. 

Of  course,  the  latter  contention  was  unquestioned  by  the  State 
authorities.  However,  if  the  first  contention  were  sustained,  the 
tax  would  certainly  be  a  tax  upon  the  sale,  collected  through  the 
retail  dealer. 

After  some  little  correspondence  between  the  Attorney  General's 
office  and  the  Interior  Department,  the  latter  finally  conceded  that 
the  law,  as  worded,  affixed  the  tax  upon  the  consignee  of  the  gaso- 
line, although  he  might  properly  add  this  to  the  retail  sale  price. 
Since  the  consignee  could  not  possibly  deduct  the  tax  on  gallonage 
sold  to  an  exempt  entity,  it  was  necessarily  agreed  that  the  tax  must 
te  a  classified  property  tax  on  property  in  the  hands  of  the  desig- 
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nated  person,  rather  than  a  sales  tax  upon  the  transfer  from  such 
person. 

x\nother  important  classified  property  tax  in  Oklahoma  is  the  tax 
on  motor  vehicles.  This  tax,  primarily  a  registration  tax.  exempts 
the  vehicle  from  any  other  form  of  state,  county  or  municipal  taxa- 
tion, and  therefore  arises  to  the  dignity  of  a  property  tax. 

This  tax  is  upon  a  graduated  scale,  beginning  at  $12.50  where  the 
manufacturer's  list  price  is  $500  or  less,  and  adding  to  this  basic 
rate  an  additional  $1.50  for  each  one  hundred  dollars  or  major 
fraction  thereof  in  excess  of  $500.  ]\Iotor  trucks  are  placed  upon 
a  different  scale,  the  carrying  capacity  being  the  determining  fea- 
ture. Trucks  carrying  less  than  1500  pounds  are  taxed  $15.00; 
those  of  capacity  of  from  1500  to  2000  pounds  are  taxed  $25.00; 
from  2000  to  3000  pounds,  $40.00 ;  from  3000  to  4000,  $60.00 ;  from 
4000  to  6000,  $80.00 ;  from  6000  to  8000,  $200.00 ;  and  in  excess  of 
8000,  $300.00. 

The  tax  is  an  annual  one,  and  all  cars  in  use  in  1924  were  taxed 
on  a  basis  of  the  list  price  in  1924,  others  being  taxed  upon  the  list 
price  as  quoted  at  the  beginning  of  the  quarterly  period  during 
which  the  license  is  applied  for. 

Using  this  price  list  as  a  basis  for  all  vehicles  other  than  trucks, 
an  annual  reduction  of  20%  of  the  tax  is  allowed  for  each  year  for 
three  years  on  all  vehicles,  including  trucks.  However,  the  abso- 
lute minimum  is  set  at  $8.00. 

Vehicles  do  not  become  subject  to  this  tax  in  the  hands  of  the 
new-vehicle  dealer — a  different  tax  is  placed  upon  him  for  all  new 
vehicles  he  has  on  hand.  All  vehicles  in  use,  and  all  second-hand 
vehicles  must  be  registered. 

The  tax  is  payable  on  or  before  the  first  day  of  Januar}-  in  each 
year.  It  becomes  delinquent  on  March  31st,  subjecting  the  owner 
to  a  penalt}'  of  10  cents  per  day,  however  not  to  exceed  the  amount 
of  the  license  tax  itself.  After  August  first,  the  sheriff  of  any 
county  may  seize  vehicles  upon  which  the  annual  tax  has  not  been 
paid,  and  may  sell  them  for  taxes,  delivering  the  excess  over  taxes 
and  fees  to  the  owner. 

Where  a  vehicle  is  commissioned  during  the  first  quarter-year, 
the  full  tax  is  collectible;  when  made  subject  to  the  tax  during  the 
second  quarter,  a  fourth  of  the  annual  tax  is  deducted;  when  regis- 
tered during  the  third  quarter,  one-half  of  the  annual  tax  is  cred- 
ited; and  during  the  last  quarter,  only  one-fourth  of  the  annual  fee 
is  collected. 

There  were  480,871  cars  licensed  in  Oklahoma  in  1927,  returning 
a  tax  revenue  to  the  state  of  $5,748,849.71.  Forty  per  cent  of  this 
sum  is  credited  to  the  State  Highway  Construction  and  Maintenance 
Fund  for  use  on  the  state  highway  system.  The  remaining  sixty  per 
cent  is  sent  to  the  counties  from  which  the  vehicles  were  registered. 
19 
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Fifteen  jier  cent  of  all  money  received  from  the  tax  on  vehicles 
registered  from  incorporated  cities  and  towns  is  paid  over  to  such 
cities  and  towns.  The  county's  share  is  credited  to  the  county  high- 
way fund,  the  share  apportioned  to  the  cities  and  towns  go  to  their 
street  and  alley  funds. 

The  method  of  collecting  this  tax  is  complex.  Tag  agents  are 
appointed  throughout  the  state,  one  or  more  to  each  county.  Regis- 
tration is  made  through  these  agents  and  an  annual  tag  is  furnished 
upon  payment  of  the  tax.  Registration  may  be  had  direct  with  the 
Highway  Department  if  desired. 

The  Highway  Commission  is  given  full  authority  over  this  tax. 
It  hires  whomsoever  it  chooses,  collects  the  money  and  distributes 
it  without  outside  supervision.  The  Highway  Consti-uction  and 
Maintenance  Fund  is  a  sort  of  revolving  fund,  no  appropriations 
being  required  to  authorize  expenditures  from  it.  The  desirability 
of  such  unrestricted  power  is  questionable.  It  has  occasioned  great 
criticism  of  the  department  at  times  and  offers  as  fertile  a  field  for 
governmental  inefficiency  and  waste  as  for  marvelous  accomplish- 
ment. 

Unlike  private  business,  the  operations  of  governmental  agencies 
have  seldom  benefited  from  lack  of  restraint.  The  theory  of  Uto- 
pian; it  does  not  take  into  account  the  unique  psychology  of  the 
ordinarily  honest  and  capable  private  citizen  when  he  is  placed  in  a 
political  office. 

Since  the  unrestricted  operation  system  has  been  in  force  in 
Oklahoma,  w'e  have  had  two  commissions  of  different  personnel. 
Both  have  claimed  the  greatest  of  success,  and  both  have  been  sub- 
jected to  the  ice-pack  of  public  suspicion,  criticism  and  disapproval. 

But  this  is  a  discussion  of  expenditure,  aside  from  the  subject  of 
the  tax  itself.  So  far  as  the  classification  system  is  concerned,  it 
would  seem  that  more  money  was  returned,  with  greater  efficiency 
of  collection,  than  under  a  standard  ad-valorem  tax.  The  inequal- 
ities of  the  latter  system  have  been  more  than  demonstrated  in  its 
administration  in  Oklahoma. 

.\  detailed  investigation  was  made  recently  throughout  the  state 
to  test  the  truth  of  the  oft-repeated  assertion  that  only  a  minor 
fraction  of  the  value  of  property  was  taxed  under  the  ad-valorem 
property  tax. 

This  investigation  revealed  that,  during  the  year  in  question, 
14,771  farms  were  sold  in  75  counties  of  the  state  at  a  total  price 
of  $69,097,095.74.  The  assessed  valuation  of  these  same  farms 
amounted  to  only  $28,792,930.17.  or  41. 67c  of  the  sale  value.  Of 
25,375  urban  real-estate  tracts  sold  for  a  total  of  $50,076,007.25,  the 
assessed  valuation  was  only  $20,721,516.15,  or  41.4%. 

Moreover,  of  1708  loans  made  by  the  State  School  Land  Depart- 
ment on  farms  appraised,  for  loan  purposes,  at  $12,486,146.00,  on 
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whicli  the  owners,  in  making  applications  for  loans  had  value  at 
$17,196,642.00,  it  was  found  that  the  land  was  returned  for  taxation 
at  a  value  of  only  $6,273,994.00.  This  was  only  36.57c  of  the  value 
claimed  by  the  owners  for  loan  purposes  and  only  50.27t  of  the  loan 
appraised  value. 

The  records  of  private  loan  companies  were  also  investigated, 
showing  the  same  startling  inconsistencies.  This  investigation 
showed  that  the  assessed  valuation  reached  an  average  of  only  35% 
of  the  value  of  farms  as  fixed  by  the  owners  for  loan  purposes.  It 
further  showed  that  the  assessed  valuation  averaged  only  42%  o£ 
the  appraised  value  fixed  by  the  loan  companies ;  and  that  the  loan 
companies  made  loans  averaging  887c  of  the  assessed  valuation  with 
perfect  safety. 

Coupled  with  these  inequalities  are  the  excessive  amount  of  de- 
linquencies of  ad-valorem  taxes,  which,  in  Oklahoma,  have  always 
operated  to  keep  the  revenues  of  the  counties  and  municipalities 
behind  the  expenditures,  resulting  in  interest-bearing  warrants. 

Hence,  in  conclusion,  it  may  be  safely  said  that  the  classified 
property  tax  has  proved  its  efficacy  in  Oklahoma.  The  increase  in 
motor-vehicle  tax  in  1925,  the  inauguration  of  the  gasoline  tax  in 
1923  with  increases  in  amount  in  1924  and  1925,  indicates  a  ten- 
dency to  substitute  this  form  of  taxation  for  the  antiquated  ad- 
valorem  levy.  If  the  problem  of  classification  of  property  may  be 
successfully  solved  in  the  future,  revenues  of  the  government  will 
be  relatively  easy  of  procurement  with  materially  reduced  collec- 
tion machinery,  and  inequalities  of  burden  will  become  an  incident 
or  a  forgotten  past,  coupled  in  academic  discussion  with  tithes,  aids, 
relief,  primer  seizin,  fines  for  alienation  and  feudal  escheat. 

Chairman  Leland:  My  desire  on  this  program  was  to  present  a 
summary  of  the  results  of  the  low-rate  taxes  in  all  the  other  states. 
I  have  prepared  a  lengthy  analysis  of  that,  which  I  do  not  intend  to 
read  nor  summarize.  I  am  quite  sure  that  my  remarks  are  both  in 
order  and  are  very  scholarly  as  well  as  appreciated.  I  merely  wish 
to  say  this,  that  the  analysis  that  I  have  prepared  tests  the  low-rate 
taxes  on  intangibles  from  two  standpoints:  first,  from  the  stand- 
point of  assessment  efficiency,  and,  second,  from  the  standpoint  of 
adequacy  of  revenue. 

I  have  addressed  the  first  portion  of  the  paper  to  the  imponder- 
able topic  as  to  what  percentage  of  intangibles  the  various  low-rate 
taxes  reach.  Nobody  knows;  I  don't,  either.  That  is  the  reason  it 
took  so  many  pages,  when  I  compared  the  assessments  both  as  to 
amount,  as  to  per-capita,  as  to  the  ratio  to  per-capita  wealth,  to  bank 
deposits,  to  loans  and  discounts,  to  mortgage  debts  of  homes,  to 
mortgage  debts  of  farms,  and  to  the  capitalized  value  of  interest 
and  dividends  as  reflected  in  the  federal  income-tax  returns;  and 


292  XATIOXAI.  TAX  ASSOCIATION 

after  doing  that  I  attempted  to  rank  the  states  on  the  basis  of  their 
efficiency  in  reaching  proportions  of  these  given  standards,  and  very 
curiously  the  states  rank  in  almost  the  same  order  regardless  of 
whatever  test  I  applied,  whether  it  was  the  amount  of  assessment, 
the  per-capita  assessment  ratio  of  wealth,  or  any  of  these  other 
standards;  and  in  the  latter  part  of  the  paper  I  answered  the  ques- 
tion which  most  of  you  have  been  asking,  as  to  whether  or  not  the 
low-rate  taxes  have  collected  more  revenue  from  intangible  prop- 
erty than  was  formerly  collected  by  the  general  property  tax. 

AX  APPRAISAL  OF  THE  RESULTS  SECURED  BY 

THE  APPLICATION  OF  THE  PRINCIPLE  OF 

CLASSIFICATION  TO  INTANGIBLE 

PROPERTY 

S.  E.  LELAND 
University  of  Chicago 

There  are  at  least  four  standards  by  which  the  results  of  the  low- 
rate  taxes  on  intangibles  may  be  measured.  The  first  standard  is 
the  adequacy  of  assessments.  The  second  pertains  to  the  amount 
of  revenue  collected.  The  third  standard  concerns  the  effect  of  the 
low-rate  taxes  upon  the  defects  of  the  general  property  tax ;  and 
the  final  test  judges  classification  by  degree  to  which  it  has  con- 
formed to  the  tenets  of  justice. 

A  complete  appraisal  of  the  results  secured  by  the  application  of 
the  principle  of  classification  to  intangible  property  is  too  large  a 
task  for  a  single  paper.  It  is  necessary,  therefore,  arbitrarily  to 
exclude  certain  of  the  tests  which  might  be  applied.  Inasmuch  as 
an  effort  has  been  made  to  limit  this  session  to  a  factual  discussion 
it  is  logical  to  exclude  those  tests  which  would  necessarily  involve 
considerable  theoretical  analysis.  The  discussion  of  the  effects  of 
classification  upon  the  defects  of  the  general  property  tax  will,  as  a 
consequence,  not  be  undertaken  because  it  would  involve  more  than 
a  mere  factual  analysis  of  the  results  from  the  low-rate  taxes.  So, 
too,  a  discussion  of  the  justice  of  the  classified  property  taxes  would 
involve  a  theoretical  rather  than  a  factual  analysis.  Although  for 
the  purposes  of  this  paper  the  questions  of  justice  are  excluded, 
they  must  not  be  lost  sight  of  in  reaching  final  conclusions  as  to  the 
results  achieved  by  the  low-rate  taxation  of  intangible  property. 

Since  two  of  the  tests  by  which  classification  should  be  measured 
do  not  lend  themselves  readily  to  statistical  treatment,  attention  will 
be  devoted  to  those  tests  for  which  statistical  data  may  be  employed, 
that  is.  to  an  analysis  of  the  assessment  and  revenue  behavior  of  the 
low-rate  taxes. 

The  first  problem  treated  will  deal  with  the  adequacy  of  assess- 
ments.   An  attempt  will  be  made  to  determine  which  group  of  states 
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having  low-rate  taxes  most  efficiently  assesses  intangible  property/ 
and  conversely,  which  group  of  states  appears  to  be  most  inefficient 
in  reaching  intangibles. 

The  determination  of  the  efficiency  of  assessment  by  ratios  of, 
assessed  values  to  true  values  of  intangibles  is  made  impossible  by 
the  lack  of  information  as  to  the  amount  of  intangible  property 
owned  in  any  jurisdiction.  Some  estimates  have  been  made  as  to 
the  amount  of  intangibles  actually  owned,  and  as  to  the  amount  of 
intangibles  thought  to  be  evading  taxation,  but  such  estimates  have 
not  been  satisfactory  as  a  means  of  testing  the  assessment  efficiency 
of  the  low-rate  taxes  and  have  been  completely  untrustworthy  as  a 
means  for  determining  the  relative  efficiency  of  the  systems  opera- 
tive in  different  states.  A  few  rough  tests  of  efficiency  may  be  con- 
structed by  ascertaining  the  per-capita  assessment  of  intangibles  in 
the  various  states ;  by  computing  the  ratios  of  increase  of  assess- 
ments relative  to  the  last  years  in  which  the  general  property  tax 
was  in  operation  and  by  securing  ratios  of  the  increase  in  assess- 
ments under  the  classification  system ;  and  finally  by  ascertaining 
the  relation  between  the  assessment  of  intangibles  and  such  things 
as  bank  deposits,  bank  collateral,  farm  mortgages,  and  estimated  in- 
come from  securities.  On  the  basis  of  these  tests  a  rough  ranking 
of  the  states  having  low-rate  taxes  will  be  attempted. 

The  second  problem  to  which  attention  will  be  given  will  be  to 
the  amount  of  revenue  collected  by  the  low-rate  taxes.  The  chief 
concern  here  is  not  as  to  the  amount  of  revenue-productivity  of  the 
low-rate  taxes  per  se  but  rather  as  to  their  productivity  relative  to 
that  under  the  general-property-tax  systems  which  formerly  pre- 
vailed. In  short,  the  question  is  as  to  whether  the  low-rate  taxes 
have  produced  more  or  less  revenue  than  was  produced  by  the  high- 
rate  general  property  taxes  which  they  supplanted.  Other  questions 
relating  to  the  revenue-productivity  of  the  low-rate  taxes  could  be 
raised  but  time  is  not  available  for  their  discussion. 

Low-rate  taxes  are  in  operation  in  fourteen  states.  The  list  could 
be  further  extended  by  the  inclusion  of  mortgage-registry  taxes, 
savings-deposit  taxes,  and  the  like,  but  only  the  taxes  applicable  to 
intangibles  generally  will  be  considered  in  this  paper.  The  states 
dealt  with,  and  the  rates  in  force,  are  shown  in  Table  I. 

The  assessment  of  intangibles  in  1927  under  the  classification 
laws  ranged  from  $7,677,566,000  in  Pennsylvania  ^  to  $50,599,000 
in  Montana.    The  only  assessment  exceeding  one  billion  dollars  was 

1  Minor  differences  in  the  definition  of  "  intangibles  "  are  found  from  state 
to  state  but  the  classification  of  assessment  statistics  is  such  that  many  of 
these  difference  cannot  be  corrected. 

-  Total  of  assessments  under  tax  on  personalty,  corporate-loan  tax  and 
capital-stock  tax.  Assessment  under  tax  on  personalty  for  1927  not  avail- 
able ;    1925  assessment  emplo)'ed  in  computation. 
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TABLE  I 
Nature  of  Low- Rate  Taxes  on  Intangibles 


State 

Date  of 
adoption  of 
original  law 

Rate 

1889 
1916 
1911 

'925 
1917 
1896 
1911 
1919 
1921 
1917 

187  J 
1912 

1919 
1925 

'9»5 

4  mills 

5  mills 

6  mills 

5  mills* 
5  mills'" 
4I/2  mills 

3  mills 

Assessed  at  7%  true  value 
5  mills'' 

Registration  at  2%  of  face  value 
for  5  years '^ 

4  mills 
4  mills 
4  mills 
4  mills 

Kentucky 

Minnesota 

Nebraska 

Oklahoma 

Vermont    

found  in  Pennsylvania.  The  assessment  of  $7,677,566,000  for  Penn- 
sylvania is  an  aggregate  composed  of  assessments  under  the  county 
tax  on  personalty,  the  state  corporate-loan  tax  and  the  capital-stock 
tax.  If  the  last  two  mentioned  taxes  are  excluded,  the  assessment 
of  intangibles  in  Pennsylvania  when  based  upon  a  county  tax  of 
four  mills  is  still  in  excess  of  $2,395,000,000.  The  next  largest 
assessment,  excluding  the  same  taxes  as  above,  is  found  in  Ken- 
tucky and  amounts  to  $839,695,000.  of  which  $349,146,000  is  due  to 
a  one-mill  tax  on  bank  deposits  which  is  directly  levied  upon  and 
collected  from  the  banks.  The  total  assessinent  of  intangibles  in 
Virginia  was  $559,926,000,  of  which  $88,959,000  came  froin  the  as- 
sessment of  bank  deposits.  The  District  of  Columbia  ranked  fourth 
with  an  assessment  of  $495,908,000.  These  assessments,  as  well  as 
those  for  other  states,  are  shown  in  detail  in  Table  II. 

'^  Certain  government  bonds  taxable  at   i   mill. 

*>  Bank  deposits  ta.xable  at  i  mill. 

f  Money  in  bank  and  elsewhere  taxable  at  2^/2  mills  ;  bank  stock,  70%  of 
rate  on  tangible  property. 

••  Money  and  credit  tax,  one-tenth  of  1%  (1925)  ;  special  levy  on  intan- 
gibles, one-fifth  of  1%  (1927). 

^  Money  on  deposits,  2  mills;  bonds,  notes,  etc.,  5  mills;  capital,  8^  mills; 
shares  of  stock,  5  mills;  bonds  of  Virginia  subdivisions,  3J/2  mills. 
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TABLE  II 

Assessment  of  Intangibles  Under  Low-Rate  Taxes 


Pennsylvania 

Connecticut 

Vear 

Corporate 

Capital 

Intangibles 

Tax  on 

Loan 

Stock 

Chose  in 

Locally 

Personalty  * 

Tax" 

Tax" 

Action  Tax 

Assessed 

1890  .    . 

546,965 

232,147 

387,079 

33.654 

1891  .    . 

575.295 

24,792 

1892 

598,422 

39,473 

1893 

607,585 

12,418 

1894  .    . 

613,927 

20,507 

189;       . 

622,136 

245.255 

707,568 

16,533 

I8q6        . 

669,953 

21,159 

_u 

i8q7 

673,669 

22,016 

3 
_2 

1898  .    . 

684,666 

20,637 

■« 

1899  .    . 

697,731 

21.597 

> 

1900 

722,864 

374,731 

1,086,143 

22,040 

0 

C 

I90[ 

793.923 

28,903 

rt 
vi 

1902  .    . 

848,054 

34,429 

Q 

1903 

882,310 

34,7ri 

1904  .    . 

88[,63i 

34,115 

1905      . 

885,241 

481.434 

1.786,953 

34,091 

1906  .    . 

932, 6S8 

33,528 

1907  .    . 

1,014,757 

34,693 

3957 

1908 

1,104,513 

38,159 

4.354 

1909 

1,141,899 

37,046 

4,349 

1910 

1,184,298 

655,456 

1,906,378 

40,993 

3,825 

1911  .    . 

1,198,861 

39.271 

4,128 

1912 

1,326,104 

40,107 

4,213 

1913      . 

1,342,612 

44,684 

7,040 

1914  .    . 

1,353,392 

61,424 

8,709 

1915  •    • 

1,413,403 

953.838 

2,585,379 

101,017 

11,402 

1916  .    . 

1,506,172 

126,048 

13,704 

1917      . 

1,642,340 

161,439 

12,793 

1918  .    . 

1,759,846 

1 

136,477 

7,828 

1919  .    . 

1,779,849 

' 

79,288^ 

193:0 

1,849,584 

1,062,796 

2,739,014 

128,188 

6,899 

1921  ,    . 

1,959,702 

1      428,108 

1,093,061 

124,287 

6,603 

1922  . 

2,048,087 

1,190,447 

3,270,442 

124,847 

5,714 

1923  •    • 

2,085,365 

1,427,719 

3.436,331 

120,807 

io,537 

1924  .    . 

2,210,214 

1,712,997 

3  666,617 

120,615 

8,200 

1925  .    . 

2,395,955 

j  1.260,228 

3,367,878 

124,088 

5,363 

1926 

2,527,010 

1,408,633 

3,668,158 

12^,307 

4,222 

1927  .    . 

1,186,953 

4,004  658 

126,169 

2,464" 

1928      . 

1,048,743 

1  4,085,570 

Footnotes  for  Table  II  at  end  of  table,  page  299 
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Maryland 

Minnesota 

Iowa 

Low-rate  Tax  on  Intangililes 

\'ear 

Money  and 

Intangibles 
not  under 

Money 

Baltimore 

Baltimore 
County 

All 
Counties 

Credits 

money  and 
credit  tax  ' 

and  Credits 

1895  .    . 

1896  .    . 

6,000  « 

1897.    . 

58,703 

14,000 

1898  .    . 

60,699 

14,768 

1899  .    . 

61,890 

1900  .    . 

65,789 

1901  .    . 

68,878 

1902  .    . 

89,880 

1903  .    . 

94.336 

1904  .    . 

85.971 

1905  .    . 

104,221 

1 906  .    . 

120,423 

1907  .    . 

150,947 

1908  .    . 

146,688 

26,175 

1909 

148,234 

29,806 

50,315^ 

1910  .    . 

158,666 

34.528 

1 

\ 

60,9038 
13,919 

}  52,693 

194,1988 

1911 

165,834 

38,533 

115,481 

40,619 

170,131 

1912  .    . 

179,412 

43.099 

135,369 

43.130 

189,199 

1913  •    • 

177,385 

43,888 

156,969 

46,845 

210,712 

1914  .    . 

191,970 

49.792 

196,548 

35,009 

251,828 

1915  .    • 

208,431 

51,222 

287,405 

212,134 

34.164 

275,361 

1916  . 

213,151 

58,975 

301,206 

234,186 

39.322 

307.258 

1917  .    . 

221,561 

65,497 

314.334 

284,968 

38,568 

329.954 

1918  .    . 

234,161 

70,581 

334,702 

330,300 

39.171 

436,068 

1919.    . 

260,772 

31,596 

327,040 

359.798 

36,716 

468,277 

1920  .    . 

271,143 

33.177 

338,174 

437,628 

37.630 

627,587 

1921  .    . 

206,583 

3',223 

272,633 

424,816 

40,132 

700,106 

1922  .    . 

203,242 

29,622 

267,336 

400,688 

4',855 

686,777 

1923  .    . 

207,016 

33.910 

282,623 

417,030 

37.527 

660,471 

1924  .    . 

275,943 

33,785 

355,278 

405,480 

35.023 

627,053 

1925  •    • 

310,673 

35.775 

394,531 

414,159 

27,647 

576,433 

1926 

324.769 

37.240 

421,836 

414,072 

26,601 

548,650 

1927  .    . 

391,071 

40,130 

484,838 

414,734 

29,181 

497,334^ 

1928  .    . 

447.747 

42,258 

553.376" 

502,798" 
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Year 


1910 
1911 
1912 

1913 
1914 

1915 
1916 
1917 
1918 
1919 

1920 
1921 
1922 

1923 
1924 

1925 
1926 

1927 
1928 


Rhode  Island 


Tax  on 

Intangibles 

Bank 

Shares 

g 

g 

96,758 

17,719 

115,228 

17,427 

123,831 

16,396 

'25,7'5 

8,887 

135.736 

6,93t 

145,927 

4,358 

149.554 

2,205 

168,977 

983 

203,499 

561* 

186,989 

201,266 

202, r 59 

212,764 

209,834 

218,470 

224,925 

Fiduciary 

Property, 

Bonds, 

Notes,  etc. 


39,753' 

29,432 
32,107 
32,472 
30,129 
36,227 

36,664 
36,301  J 


Virginia 


Bonds, 

Shares 

Notes,  etc. 

of  Stock 

Capital 

49,197^ 

I3.792« 

28,572s 

61,407 

28,604 

60,514 

62,536 

28,878 

65.35^ 

64,600 

33,018 

81,638 

70,143 

35.304 

124,043 

69,430 

37,573 

136,457 

77,163 

39,312 

155,488 

86,728 

38,526 

141,509 

148,684 

46.384 

132,045 

161,769 

56,518 

144,352 

171,674 

58,525 

151,901 

183,207 

62,659 

155,489 

202,122 

78,385 

145,452 

219,878 

91,012 

152,337 
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District  of 

Virginia 

Kentucky 

Columbia 

Year 

Bonds  of 

Bank 

Counties, 

Money  on 

Intangibles'' 

Deposits 

Intangibles 

Cities,  etc. 

Deposit 

1913  •    • 

I4,CX)28 

1914  .    . 

g 

25,820 

1915 

5.674 

34.918 

IQ16  .    . 

6,483 

41.336 

74,066 8 

io,235« 

1917      . 

6,612 

5'. 097 

68,7508 

11,2778 

1918  .    . 

6,276 

58,343 

246,348 

179,143 

296,926 

1919      . 

6,288 

60,886 

364,09s 

209,363 

293,506 

1920 

6,182 

70,997 

275,486 

260,919 

323.031 

1921 

6,154 

73.446 

321,148 

284,161 

323.949 

1922  .    , 

7.287 

69,937 

309,704 

270,121 

335.749 

1923  .    . 

8,852 

72,902 

330,516 

272,201 

365,079 

1924 

9,241 

75.640 

327.469 

317.319 

379,810 

1925  .    . 

9,281 

82,136 

431.505 

341.035 

437,085 

1926  .    . 

7.739 

86.067 

457. 79t) 

334.975 

472,596 

1927  .    . 

7.740 

88,959 

490.549 

349,146 

495.908 

1928 

Year 


1917 
1918 
1919 

1920 
1921 
1922 
1923 
1924 

1925 
1926 
1927 
1928 


Montana 


Money 
and  Credits 


9,613* 

8,869* 
64,314 

63,008 

57.257 
50,868 

49,550 
45.240 

43. 55^ 
47.838 

50,599 


National 

Bank    Stock; 

Mo'~ryefl  Capital 


13.713'' 
13,8168 
22,056 

22,093 
20,530 
17,806 
16,758 
11,497 

8,413 
7,035 
9,897 


North  Dakota 


Money 
and  Credits ' 


1 ,000  8 
100,000 
1 15,000 

Act 

repealed 
1919 


South  Dakota 


Intangibles 


9,8528 
15,9098 
1 10,896 

104,673 
79.747 
65,833 
73.169 
71.387 

77,162 
74,036 
70,626 
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Nebraska 

Kansas 

California 

Vermont 

Year 

Intangibles 

Money  and  Credits 

Intangibles 

1921 

85,6308 

1922 

141,607 

1923 

137-993 

1921      . 

128.282 

120,0628 

192; 

151,642"' 

148,667 

E 

g 

1926 

144,582 

157,065 

31.-56 

17,237 

1927 

142.235 

153.528 

69,778 

1928 

Compiled  from  Official  State  Documents. 

^  County  tax  on  personalty  after  1913.  Rate  4  mills.  Assessment  of  state 
tax  on  personalty  1913,  $1,402,511,272. 

^  Estimate  secured  by  dividing  yield  by  rate:  3  mills  prior  to  1890;  4  mills 
since  1890. 

^  Estimated  from  yield  on  basis  of  5-mill  rate  adopted  in  1889. 

•J  Nine  months. 

®  Decrease  due  to  exemption  of  cash  on  hand  and  money  on  deposit. 

*  Includes  bank  stock. 

s  Assessment  under  general  property  tax. 

'•  Estimated. 

i  Tax  repealed   1920;   thereafter  included  in  intangibles. 

•f  Combined  with  shares  of  stock  in  1922. 

^  Does  not  include  bank  stock. 

1  Estimates  secured  by  private  correspondence. 

™  Includes  money  assessed  at  2J/2  mills,  other  intangibles  assessed  at  5 
mills,  but  does  not  include  bank  stock. 

If  the  data  in  Table  II  are  carefully  examined  a  marked  similarity 
in  the  trends  of  assessments  for  dififerent  groups  of  states  may  be 
observed.  A  steadily  upward  trend  of  assessments  is  found  in  Penn- 
sylvania, Connecticut  (since  1892),  Maryland.^  Virginia,  District 
of  Columbia,  Kansas,  and  Vermont.  In  Rhode  Island  the  upward 
trend  was  interrupted  only  by  a  slight  slump  in  valuations  between 
1921  and  1923.  In  Kentucky  a  peak  of  assessments  was  reached  in 
1919 — the  second  year  after  the  adoption  of  a  four-mill  tax — after 
which  there  was  a  slump  in  assessments  until  1925,  in  which  year 

3  In  Baltimore  from  the  adoption  of  classification  and  in  all  the  counties 
of  Maryland  since  assessment  data  for  entire  state  have  been  made  available 
(1915). 
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TABLE  III 

Percentages  of  Increase  in  Assessments  Under  Low-Rate 
Taxes  on  Intanoibles 


^  w 

c  c  ir 

c  c 

c     • 

c      • 

c 

aj  1)   1-. 
E  E  ^ 

B  £  c 

Si   c 

Ji  c 

3!  iT:  £ 

S  iJI.2 

%  £ 

!g  E 

"  5 

^    V    TZ 

OJ    4>    w 

.,    41    cfl 

4J     (A 

dj     (A 

J?    «    CL 

(A     (A     ctf 

Ui     W) 

tn   V} 

<"  V! 

If.   11 

lA     41 

<A     it 

«    «  "rt 

w  tS  vc 

*  " 

"     <A 

*    Sa 

t^          ii 

t~«      -s 

(-^  ei 

r^  c« 

l^  es 

State 

N    .-    C 

192 

first 
clasi 

S^2 

■"     ON 

V           ^ 

V           ■- 

0)    M 

K    "" 

K    1-1 

Mi 

reas 
ver 
nde 

l^ 

i^ 

o  c  s  2 

0  c  = 

u   0 

0  0 

0  0 

^ 

c 

c 

c 

s 

""^ 

" 

Pennsylvania 

Tax  on  personalty 

(", 

(") 

23'-45'' 

102.31'' 

29.54" 

Corpnrate  loan  tax    .    . 

(") 

C) 

216  75 

81  09 

11.68 

Capital  stdck   tax 

(') 

(M 

276.99 

114.70 

49.49 

Total       .... 

n 

r) 

251.58'= 

104  95'' 

35.85" 

Connecticut 

Chose  in  action  tax 

C) 

274-90 

472.45 

207.78 

1.58* 

Local  assessment       .    . 

(M 

(') 

C) 

35.58* 

64.28* 

Total       .    .     . 

C) 

(■) 

(*) 

187.01 

4.78* 

Maryland 

' 

Baltimore 

6.417-85 

566.10 

494-43 

146.47 

44.23 

Baltimore  County  .    .    . 

(») 

1 86. 64 

(') 

16.21 

20.96 

All  C'uniies    .    . 

n 

(') 

C) 

(') 

43.37 

Minnesota 

Money  and  Cr.  Tax  .    . 

58097 

259.14 

5-23* 

Intaii.  not  under  al)ove. 

(*) 

44.62* 

•    •    • 

•    •    • 

22.45* 

Iowa                

156.10 

•  92.32 

•    •    • 

' 

20.75* 

Rhode  Island         .    .    . 

132.46 

•    •   • 

10.53 

Virqinia          .    . 

Bonds,  notes,  etc.     . 

346-03 

258.07 

184.95 

Shares  of  stock 

55989 

218  18 

i3'.5i 

Caj^ital 

433- '7 

151.74 

2.03* 

Bonds  of  citi  s,  etc. 

36.41 

25.20 

Money  on  depo.sit 

535-33 

244-54 

25.30 

Total 

256  34'* 

153-89'^ 

45.13 

Kentucky 

IntangiMes         .    .    . 

613-53 

99-13 

78.07 

Bank  deposits        .    . 

2,996.09 

94  QO 

.   . 

33.81 

Total               .    . 

949-26 

65-53 

•    •    • 

56.54 

District  of  Columl.ia  . 

(') 

67.01 

53.52 
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Montana 

Money  and  Credits    . 

South  Dakota    .... 

Nebraska 

Kansas 

Vermont 


470.52 

343-94 

66.10 

27.87 

(•) 


21  33* 

.    .    . 

36.31* 

. 

0.44 

•    •    • 

3-27 

.    .    . 

.    .    . 

304.82 

•    •    • 

.    .    . 

19.69* 

32-53* 


*  Decrease. 

^  Date  not  available. 
^  Increase  1925  over  1900  assessment. 

^  1925  assessment  for  tax  on  personalty  employed  in  calculation. 
d  Includes   1914  assessment   of  money   on   deposit,   which   was  made   under 
classification. 

the  assessments  rose  considerably  above  the  1919  level.  Since  1925 
the  assessments  of  intangibles  in  Kentucky  have  been  increasing. 
Assessments  in  Montana  followed  a  somewhat  similar  course.  The 
peak  of  assessments  was  reached  in  1919;  a  general  decline  down- 
ward continued  through  1925.  after  which  date  moderate  increases 
occurred,  but  the  latest  assessments  have  not  yet  risen  to  the  level 
of  the  1919  assessment.  In  Iowa  and  Minnesota  the  peaks  of  assess- 
ment were  reached  in  1920  and  1921.*  In  Minnesota  the  downward 
trend  continued  until  1924  but  the  slight  rise  in  assessments  since 
1925  has  not  raised  the  assessment  of  intangibles  to  the  level  at- 
tained in  1920.  In  Iowa  there  has  been  a  steady  decrease  in  assess- 
ments since  1921.  Assessments  in  Nebraska  have  followed  a  some- 
what irregular  course.  The  first  year  classification  was  in  opera- 
tion the  assessment  exceeded  that  of  the  two  next  succeeding  years. 
The  peak  was  reached  the  fourth  year,  1925,  from  which  point  there 
has  been  a  steady  decline.  In  South  Dakota  the  peak  of  assess- 
ments was  reached  the  first  year,  1920,  but  since  then  assessments 
have  followed  an  irregular  but  predominantly  downward  course. 

The  trends  in  assessments,  however,  are  susceptible  of  more  exact 
treatment.  In  Table  III  the  percentages  of  increase  in  assessments 
under  the  low-rate  taxes  on  intangibles  are  shown.  The  first  column 
in  the  table  shows  the  increase  of  the  1927  assessment  over  the  last 
assessment  under  the  general  property  tax.  It  appears  from  the 
table  that  the  greatest  increase  over  the  general-property-tax  system 
occurred  in  Baltimore  and  in  Kentucky.    The  increases  are  so  large 

p  Includes  second  assessment  made  under  money  on  deposit. 

*  Money  and  credits  alone  being  considered. 
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as  to  be  almost  without  significance.  The  largeness  of  the  percent- 
ages is  due  to  the  smallness  of  the  base  from  which  they  were  cal- 
culated— a  base  which  was  the  result  of  the  utterly  inadequate  as- 
sessments under  the  general  property  tax.  Some  other  percentages 
are  similarly  explained. 

The  second  column  in  Table  III  shows  the  increases  in  assess- 
ments which  have  taken  place  since  the  adoption  of  low-rate  taxes 
on  intangibles.  The  greatest  increase  appears  in  Baltimore.  Three 
decreases  may  be  noted.  Assessments  under  the  money  and  credits 
taxes  of  South  Dakota  and  Montana  decreased;  assessments  of  in- 
tangibles not  under  the  low-rate  tax  but  under  the  classified  assess- 
ment law  in  Minnesota  decreased,  due  in  large  part  to  the  transfer 
of  intangibles  to  the  three-mill  law.  This  decrease  in  Minnesota 
should  not  be  compared  with  the  results  in  other  states.  The  in- 
creases in  Connecticut,  Maryland,  Minnesota,  Iowa,  Rhode  Island, 
Virginia  and  Vermont  during  the  operation  of  the  low-rate  taxes 
have  been  greater  than  100  per  cent.  The  smaller  increases  in  the 
remaining  states  are  disappointing.  The  decreases  may  be  explained, 
but  the  explanations  will  not  be  offered  at  this  time. 

The  remaining  columns  in  Table  III  show  the  increases  and  de- 
creases in  assessments  which  have  taken  place  since  1900,  1910  and 
1920.  The  considerable  number  of  declines  shown  since  1920  sug- 
gests that  the  assessments  of  intangibles  have  been  affected  by  the 
post-war  depression,  a  factor  which  is  also  reflected  in  other  de- 
clines shown  in  Table  III. 

Although  the  data  presented  thus  far  are  of  some  interest  they 
cannot  be  made  the  basis  of  interstate  comparison  because  the  states 
are  not  homogeneous  statistical  units.  They  differ  in  wealth,  in- 
come and  population,  for  example,  and  these  differences,  among 
many  others,  affect  the  ownership  of  intangible  property.  An  at- 
tempt will,  therefore,  be  made  to  relate  the  assessment  of  intangibles 
to  these  various  factors  in  order,  to  make  possible  more  accurate 
comparisons  between  the  tax  systems  in  different  states.  It  is  doubt- 
ful whether  the  results  of  this  analysis  will  make  possible  the  desig- 
nation of  flic  most  efficient  tax.  but  certainly  the  method  employed 
should  make  possible  a  rough  separation  of  the  most  efficient  group 
of  low-rate  taxes  from  the  least  efficient. 

The  first  comparison  to  be  made  is  based  upon  a  per-capita  anal- 
ysis, as  is  shown  in  Table  IV.  In  1900  and  1910  low-rate  taxes 
were  in  operation  in  only  three  states — Pennsylvania,  Connecticut 
and  Maryland.  The  largest  per-capita  assessment  in  each  of  these 
years  was  in  Pennsylvania,  amounting  to  $346.51  in  1900  and 
$489.36  in  1910.  In  1920  eleven  states  were  taxing  intangibles  at 
low  rates. ^    The  largest  per-capita  assessment,  $738.33,  was  found 

5  Pa.,  Ct.,  Md.,  Minn.,  Iowa,  R.  I.,  Va.,  Ky.,  Dist.  of  Col.,  Mont.,  S.  Dak., 
Neb.,  Kan.,  Vt. 
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in  the  District  of  Columbia.  Pennsylvania  ranked  second  with  an 
assessment  of  $648.09  and  Rhode  Island  with  $336.70  ranked  third. 
The  smallest  per-capita  assessment  in  1920  was  found  in  Connec- 
ticut, $97.84.  In  1927  the  District  of  Columbia  again  had  the  larg- 
est per-capita  assessment  ($918.35)  ;  Pennsylvania  ranked  second 
($789.06)  ;  Kentucky  came  third  ($330.85)  and  Rhode  Island, 
fourth  ($319.50).  The  smallest  per-capita  assessment  was  in  Mon- 
tana, $70.87,  while  Connecticut  with  an  assessment  of  $78.63  ranked 
next  above.  However  slight  the  assessments  in  Montana  and  Con- 
necticut appear  to  be,  they  were  greater,  for  example,  than  the  1926 
per-capita  assessments  of  intangibles  in  Colorado,  Georgia,  Illinois, 
Oregon  and  Utah  under  the  general  property  tax.^ 

TABLE  IV 
Per-Capita  Assessment  of  Intangibles  Under  Low-Rate  Taxes 


State 


I  goo 


Pennsylvania* $346  51 

Connecticut'' 24.26 

Maryland 129.26'= 

Minnesota'* 

Iowa 

Rhode  Island        .... 

Virginia  *       

Kentucky"     

District  of  Columbia    .    . 
Montana '  .  .    .  .    . 

South  Dakota 

Nebraska       .         .... 

Kansas 

Vermont 


1910 


1920 


1927 


$489.36 
40.20 
284.10" 


$648.09 

97.84 

233.28 

183-33 
261.06 

336.70 
151.20 
221.96 

738.33 
114.79 

164  44 


$789.06 s 

78.63 

303.59 

154.41 

205.09 

319.50 
219.92 
330.85 
918.35 
70.87 
101.48 
101.88 

83.99 
198.23 


^  Does  not  include  bank-stock  tax. 
^  Includes  intangibles  locally  assessed. 
c  Baltimore  only. 

d  Does  not  include  intangibles  not  under  money  and  credits  tax. 
e  If  bank-deposit  tax  is  excluded,  per-capita  assessments  are  as  follows : 
f  Does  not  include  national  bank  stock  and  other  moneyed  capital. 
8  1927  assessment  under  county  tax  on  personalty  not  available  ;   1925  as- 
sessment used  in  computation. 

A  second  comparison  is  on  the  basis  of  per-capita  wealth.  Un- 
fortunately such  estimates  of  wealth  are  not  currently  available. 
The  most  recent  estimate  is  that  of  the  Census  Bureau  for  1922." 
If  these  estimates  are  made  the  basis  of  comparison,  the  ratio  of 


Wealth,  Debt  and  Taxation:  Estimated  National  Wealth,  1922,  p.  28. 
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per-capita  assessments  of  intangibles  to  the  per-capita  estimates  of 
wealth  appear  as  in  Table  Y.  The  ratios  range  from  23.42  per  cent 
in  Pennsylvania  to  2.31  per  cent  in  South  Dakota.  The  District  of 
Columbia  ranks  second  with  a  ratio  of  19.80  per  cent,  while  Ken- 
tucky comes  third  with  a  ratio  of  16.44  per  cent.     The  value  of  a 

TABLE  V 

R.\Tio  OF  Per-C.^pit.a  Assessment  of  Lnt.angibles  in  1922  to 
Per-Capita  Wealth  in  1922 


State 


Pennsylvania   .    .    . 
Connecticut  .... 

Maryland 

Minnesota        .    .    . 
Iowa .  .... 

Rhode  Island    .  .    . 
Mrginia    ..... 
Kentucky .... 
District  of  Columbia 

Montana 

South  Dakota  .  .    . 
Nebraska 


Per  capita 

assessment  of 

intangibles 

1922 


746.44* 

94-57" 
184.49 
i67.86« 
285  68  <J 
333-22 
175. II- 

239-93* 
768.19 
92  68  f 
103.51 
109.23  f 


Per  capita 

wealth 

1922 


.187 
,614 
,665 
442 
.274 
,086 
050 
459 
,879 
,691 
,482 
,004 


Ratio  of  per 

capita  assessment 
of  intangililes  in 

1922  to  per  capita 
wealtii  in  1922 


23.42; 
2.62 
6.92 
4.88 
6.68 

10.80 
8.,S4 

16.44 

19.80 
2.51 
2.31 
2-73 


Data  taken  from  Wealth,  Debt  and  Taxation:  Estimated  National  Wealth, 
1922;  Leland,  op.  cit.,  p.  415  (but  note  slightly  difiFerent  treatment  of  data). 

"  Does  not  include  bank  stock. 

''  Includes  intangibles  locally  assessed  and  state  registrations. 

^  Does  not  include  intangibles  not  under  money  and  credits  tax.        • 

^  Includes  bank  stock  and  other  corporate  stock  taxes. 

^  Does  not  include  bank  stock  (or  tax  on  building-and-loan  association 
shares  in  Kentucky). 

^  Does  not  include  bank  stock  and  moneyed  capital. 

comparison  such  as  this  rests  largely  upon  the  accuracy  of  the  esti- 
mates of  per-capita  wealth.  If  similar  comparisons  are  made  with 
a  number  of  general-property-tax  states,  the  superior  efficiency  of 
assessments  under  classification  is  obvious.  For  example,  the  ratios 
in  Georgia,  Illinois,  Kansas  ^  and  Missouri  were  2.88,  3.32,  3.38 
and  2.75  per  cent,  respectively.  These  ratios  were  exceeded  under 
classification  in  Pennsylvania,  Rhode  Island,  Virginia,  Montana, 
Minnesota,  Maryland,  Kentucky,  Iowa  and  the  District  of  Columbia. 


Kansas  did  not  adopt  classification  until  1925. 
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A  third  comparison  is  the  ratio  of  assessments  to  bank  deposits, 
such  as  is  presented  in  Table  VI.  Many  writers  have  made  similar 
comparisons,  not  because  of  any  necessary  connection  between  bank 
deposits  and  assessments  but,  more  probably,  because  of  the  ease 
with  which  statistics  of  actual  bank  deposits  could  be  secured.  How- 
ever, a  rough  correlation  between  wealth  and  bank  deposits  may  be 
expected  to  obtain  so  that  such  a  comparison  may  provide  a  rough 
index  of  the  efficiency  with  which  intangibles  are  assessed  for  taxa- 
tion. This  comparison,  nevertheless,  furnishes  no  clue  as  to  the 
amount  of  intangibles  wholly  escaping. 


TABLE  VI 

Ratio  of  Assessment  of  Intangibles  to  Individual  Bank  Deposits 
Subject  to  Check  in  All  Reporting  Banks 


Pennsylvania |      285.8; 

Connecticut I        12. 1 

Maryland j        69.0' 

Minnesota <u    • 

I  I  >  o 

Iowa         

Rhode  Island      .    . 

Virginia        .... 

Kentucky     .... 

District  of  Columbia 

Montana      .... 

South  Dakota 

Nebraska     .... 

Kansas ^  _ 

Vermont !         Q 


1920 


1927 


174.8% 

163. 1  %« 

18.3 

1 1. 7 

66  7 

66.7 

50.6 

46.6 

66.1 

61,0 

59.8 

45.6 

92.8" 

123.9" 

168. 1  <= 

■97.8-= 

212.0 

209.0 

38.2 

.^>6.3 

42.7 

54-9 

C) 

34-5 

i") 

37-7 

C^) 

31-5 

Data  as  to  bank  deposits  taken  from  Reports  of  Comptroller  of  Currency. 

^  Assessment  for  entire  state  not  available.  Computed  on  basis  of  assess- 
ment in  Bahimore. 

^  Includes  assessment  of  money  on  deposit  which  is  taxable  at  2  mills  upon 
declarations  by  ta.xpayers.  If  this  tax  is  excluded,  ratio  of  assessments  to 
deposits  is  73.9%  for  1920  and  104.2%  for  1927. 

<^  Includes  assessment  of  bank  deposits  taxable  directly  to  banks  at  i  mill. 
This  tax  is  assumed  by  nearly  every  bank  as  a  cost  of  doing  business  and  is 
not  shifted  to  depositors.  Assessment  of  bank  deposits  under  this  tax  was 
equal  to  81.8  per  cent  of  actual  deposits  subject  to  check  in  1920  and  was 
equal  to  82.3  per  cent  of  such  deposits  in  1927.  If  assessments  of  bank  de- 
posits are  excluded,  ratios  in  above  table  would  be  86.3%  in  1920  and  115.6% 
in  1927. 

^  Classification  not  effective  in  1920. 

«  1927  assessment  of  county  tax  on  personalty  not  available;  1925  assess- 
ment employed  in  computation. 

20 


306  XAllONAL  TAX  ASSOCIATION 

The  data  in  Table  VI  are  for  the  years  1910,  1920  and  1927.  In 
1910  the  three  states  employing  classification — Pennsylvania,  Con- 
necticut and  Maryland — show  ratios  of  from  258.8  per  cent  to  12.1 
per  cent.  In  1920,  of  eleven  states  employing  classification,  the 
District  of  Columbia  ranked  first  with  a  ratio  of  212  per  cent,  Penn- 
sylvania came  second  with  a  ratio  of  174.8  per  cent;  Kentucky,  by 
the  inclusion  of  the  assessment  of  bank  deposits,  came  third  with  a 
ratio  of  168.1  per  cent.  The  remaining  eight  states  had  ratios  rang- 
ing from  92.8  per  cent  to  18.3  per  cent.  In  other  words,  the  assess- 
ments of  intangibles  in  three  states  exceeded  the  aggregate  amount 
of  individual  bank  deposits  subject  to  check,  while  in  eight  states 
the  bank  deposits  exceeded  the  assessment  of  intangibles.  In  1927, 
the  assessment  of  intangibles  in  four  states  exceeded  the  amount  of 
bank  deposits,  while  in  ten  states  the  bank  deposits  were  greater  than 
the  amount  of  intangibles  on  the  tax  duplicate.  The  ranking  of  the 
first  three  states  in  1927  was  slightly  different  from  that  of  1920. 
The  District  of  Columbia  was  first  with  a  ratio  of  209  per  cent. 
Kentucky  ranked  second  with  a  ratio  of  197.8  per  cent,  while  Penn- 
sylvania moved  down  to  third  place  with  a  ratio  of  163.1  per  cent, 
which  was  slightly  less  than  the  ratio  for  1920.  Connecticut  again 
trailed  the  list  of  the  states  with  a  ratio  of  11.7  per  cent. 

Contrast  these  data  with  ratios  in  the  general-property-tax  states 
of  Illinois,  Ohio  and  Oregon.  In  1920  the  ratios  of  assessments  to 
bank  deposits  were  12.9,  34.3,  and  15.1  per  cent.  Greater  ratios  than 
these  were  found  in  that  year  in  every  classification  state,  except 
Connecticut.  In  1926  the  ratios  in  Illinois,  Ohio  and  Oregon  had 
decreased  to  7.1.  19.1  and  11.4  per  cent,  respectively,  and  again  the 
ratios  found  for  all  of  the  classification  states  exceeded  the  ratios 
for  Illinois  and  Oregon, ^  and  only  the  Connecticut  ratio  fell  below 
the  ratio  for  Ohio. 

A  comparison  of  assessments  with  intangible  securities  pledged 
with  banks  as  security  for  loans  would  be  desirable,  if  feasible.  The 
relation  existing  between  intangibles  hypothecated  with  banks  and 
the  total  amount  of  intangibles  owned  is  unknown,  but  it  appears 
a  priori  that  only  a  small  proportion  of  intangibles  is  so  used.  More- 
over, although  the  amount  of  loans  made  by  banks  can  be  ascer- 
tained, no  information  is  available  as  to  the  ratio  between  the  value 
of  the  securities  pledged  and  the  amount  of  the  loans  which  they 
secure.  Nor  is  there  any  information  by  which  intangibles  taxable 
in  a  given  state  can  be  segregated  from  those  non-taxable.  Never- 
theless, there  seems  little  reason  to  suppose  that  either  the  relative 
amount  of  collateral  security  or  the  distribution  thereof  between 
taxables  and  non-taxables  should  differ  widely  from  state  to  state. 

°  Assessment  data  for  1927  for  Illinois,  Ohio  and  Oregon  were  not  avail- 
able. The  ratios  for  1926  in  these  states  were  compared  with  the  1927  ratios 
shown  in  Table  VI. 
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If  this  assumption  is  valid  the  assessments  of  intangibles  may  be 
compared  with  bank  loans  and  discounts  to  secure  another  rough  test 
of  the  efficiency  of  assessments.  This  comparison  should  show  re- 
sults little  different  from  those  presented  relative  to  bank  deposits 
because  of  the  close  relationship  in  banking  operations  between  de- 
posits and  loans.  Inasmuch  as  deposits  are  in  most  instances  in 
excess  of  loans,  the  ratios  of  assessments  to  deposits,  as  shown  in 
Table  VI.  should  be  greater  than  the  ratios  of  assessments  to  loans 
presented  in  Table  VII. 

TABLE  VII 

Ratio  of  Assessments  of  Intangibles  Under  Low-Rate  Taxes 
TO  Loans  and  Discounts  in  All  Reporting  Banks 


State 


Pennsylvania  .  .  . 
Cnnnecticut  .  .  . 
Maryland  .... 
Minnesota  .... 
Iowa  ...  .  . 
Khode  Island  .  . 
Virginia  .... 
Kentucky 

District  of  Columljia 
Montana  .    . 

South  Dakota     .    . 
Nebraska         .    . 
Kansas         .... 
Vermont       .... 


I9I0 

1920 

319-78% 

246.43% 

21.67 

32.89 

97-65 

51-99 

65.20 

105.81 

66.66 

91.30 

278.43 

38.76 

43-11 

1927 


244.50% 
16.86 

109  68 

75-82 

80.68 

82.00 

102.95 

13. .87 

272.72 

60.63 

77.90 

42.09 

49-36 

45-02 


Data  as  to  loans  and  discounts  taken  from  Reports  of  Comptroller  of 
Currency. 

On  the  basis  of  the  data  in  Table  VII,  the  District  of  Columbia 
ranks  first  in  1920  and  1927,  followed  by  Pennsylvania.  Rhode 
Island  ranks  third  in  1920  and  Kentucky  in  1927.  The  lowest  rank 
again  goes  to  Connecticut.  In  1920  the  ratio  of  assessments  to  bank 
loans  and  discounts  in  Ohio  was  42.5  and  was  slightly  greater  than 
the  ratios  in  Montana  and  Connecticut.  In  1926  the  ratio  in  Ohio 
had  fallen  to  20.8  per  cent  and  was  exceeded  by  all  of  the  classifica- 
tion states  except  Connecticut. ^°  Illinois  and  Oregon  in  both  1920 
and  1926  ranked  below  Connecticut.^^ 

A.  fifth  test  may  be  found  by  comparing  the  assessment  of  intan- 

^0  Comparison  of  Ohio  ratio  for  1926  with  ratios  for  1927  as  in  Table  VII. 

11  Ratios  were  as  follows:  Illinois,  1920,  12.9%,;  1926,  9.02%;  Oregon, 
1920,  15.1%;  1926,  11.4%.  Ratio  of  Connecticut  for  1927  employed  in  com- 
parison. 
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gibles  with  mortgages.  Under  the  general-property-tax  system,  in 
many  states,  the  assessors  frequently  checked  their  valuations  of 
intangibles  by  means  of  the  mortgage  records  found  in  one  of  the 
county  offices.  In  other  cases  investigations  revealed  the  fact  that 
the  amount  of  mortgages  recorded  often  exceeded  the  entire  assess- 


TABLE  VIII 

Ratios  of  Assessmknts  of  Intangibles  to  Amoi;nt  of 

MORTG.VGED    DeBT  :    IQIO,    I92O,    I925 


State 


Pennsylvania   .... 
Connecticut    .    . 
Maryland  .    . 

Minnesota   .       ... 

Iowa  

Rhode  Island    .    .    . 

Viri^mia 

Kentucky        .    . 
District  of  Columhia  . 

Montana 

S  uth  Dakota 
Nebraska    .        ... 
Kansas            .... 
Vernnont 


kaiii)  iif  Assessment  ni  InlangiUles 


To  amount  of 
mortgaged  debt 
of  owned  mort- 
gaged homes    i 
and  farms 


1920 


To  amount  of  del)t  of  farms 
owned  by  operator 


1910 


712.22% 

6087.41  f, 

68.27 

377-93 

312.47 

1232.58'' 

101.00 

84.36 

444-24 

351-54 

479  5^ 

606.78 

43  73 

52.01 

(') 

C) 

rj 

1920 

1925 

6441.00% 

7908  38% 

756.32 

56035 

12^0.59 

1334.00 

171.97 

i5vio 

128.13 

92.14 

(=) 

r) 

8367^ 

881.68 

799.22 

1 181.20 

80.83 

102.34 

116.47 

7693 

n 

70.12 

(•) 

114. 16 

(•) 

(•) 

Ratios  based  on  data  taken  from  Statistical  Abstract  of  U.  S.,  1926,  p. 
595  ;  Mortgages  on  Homes  in  U.  S.,  1920,  p.  147. 

a  Classification  not  effective  in  year  shown. 

b  Based  on  assessment  in  Baltimore  and  Baltimore  County  only. 

c  Ratios  13,621%  due  to  negligible  amount  of  farm  mortgages  in  Rhode 
Island. 

d  Ratio  is  347,346%,  due  to  negligible  amount  of  farm  mortgages  in  Dis- 
trict of  Columbia. 

e  Ratio  is  10,646%,  due  to  negligible  amount  of  farm  mortgages  in  Rhode 
Island. 

^  Ratio  is  567,643%,  due  to  negligible  amount  of  farm  mortgages  in  Dis- 
trict of  Columbia. 
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ment  of  intangibles  including  mortgages.  It  may  not  be  entirely 
futile,  therefore,  to  compare  the  assessment  of  intangibles  under 
low-rate  taxes  with  such  statistics  as  are  available  concerning  mort- 
gages. Although  data  as  to  the  amount  of  mortgages  actually  re- 
corded are  lacking,  Census  data  are  available  for  the  years  1890, 
1910,  1920,  and  1925.  The  data  for  1890  are  incomplete  for  pur- 
poses of  this  comparison  and  will  be  disregarded.  Ratios  of  the 
assessment  of  intangibles  to  certain  mortgage  data  for  1910,  1920 
.and  1925  are  presented  in  Table  VIII.  Some  of  the  ratios  are  so 
large  as  to  be  almost  meaningless,  due  to  the  fact  that  the  amount 
■of  farm  mortgages  upon  which  they  are  computed  is  almost  negli- 
gible in  the  District  of  Columbia  and  in  some  of  the  typically  in- 
dustrial states,  such  as  Rhode  Island  and  Pennsylvania. 

If  the  ratios  of  assessments  to  the  amount  of  debt  of  farms  owned 
by  operators  for  1910  and  1925  are  compared  an  improvement  in 
•effectiveness  is  noticed.  This  appears  to  be  a  real  improvement,  in 
as  much  as  both  assessments  and  farm  mortgages  increased  during 
this  period.  Between  1920  and  1925  decreases  in  ratios  are  found 
in  Connecticut,  Minnesota,  Iowa,  and  Rhode  Island.  In  each  of 
these  states  mortgages  actually  increased,  while  assessments  de- 
creased in  Connecticut,  Minnesota  and  Iowa.  In  the  states  which 
show  an  increase  in  the  ratio  between  1920  and  1925,  assessments 
increased  in  all  cases  except  Montana  and  South  Dakota,  while 
mortgages  declined  in  Kentucky,  District  of  Columbia  and  Montana. 

If  the  ratios  in  Table  VIII  are  compared  with  ratios  similarly 
computed  for  Illinois,  Ohio  and  Oregon,  the  superiority  of  the 
assessments  under  classification  again  appears  to  be  demonstrated. 
The  ratio  of  the  assessments  of  intangibles  to  the  amount  of  mort- 
gaged debt  of  owned  mortgaged  homes  and  farms  for  1920  was 
50.4  per  cent  in  Illinois,  100.1  per  cent  in  Ohio  and  34.3  per  cent  in 
Oregon.  The  ratios  for  Connecticut,  Iowa,  Montana  and  South 
Dakota  are  below  that  for  Ohio ;  the  ratio  of  Montana  is  below  that 
•of  Illinois ;  and  the  ratios  in  all  of  the  eleven  classified  property  tax 
states,  as  shown  in  Table  VIII  for  1920,  are  above  the  ratio  of 
Oregon  for  that  year.  If  the  ratio  of  the  1920  assessment  of  intan- 
gibles to  the  amount  of  debt  of  farms  (owned  by  operator)  is  made 
the  basis  of  comparison,  the  ratios  in  Pennsylvania,  Connecticut, 
Maryland,  Rhode  Island,  District  of  Columbia,  Virginia  and  Ken- 
tucky are  greater  than  the  ratios  found  for  Illinois,  Ohio  and 
Oregon.^-  All  of  the  classification  states  except  Iowa,  Montana 
and  South  Dakota  had  greater  ratios  than  Illinois,  and  none  of  the 
•classification  states  had  a  ratio  as  low  as  that  of  Oregon.  In  1925, 
every   classification   state   again   had  a   ratio   greater   than   that   of 

12  The  ratios  in  1920  were  as  follows:  Illinois,  155.71  per  cent;  Ohio, 
.513.90  per  cent;  Oregon,  72.49  per  cent. 
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Oregon ;  only  Minnesota,  Iowa,  South  Dakota  and  Nebraska  had 
lower  ratios  than  Illinois;  and  the  ratios  in  Pennsylvania,  Connec- 
ticut, Maryland,  Rhode  Island,  Virginia,  Kentucky  and  the  District 
of  Columbia  were  greater  than  the  ratio  found  for  Ohio.^-' 

A  sixth  comparison  is  possible  if  data  from  the  federal  income 
tax  are  utilized.  The  Statistics  of  Income  published  by  the  Treasury 
Department  show  the  amount  of  income  in  each  state  received  from 
interest  and  dividends.  These  returns  may  be  capitalized  at  6  per 
cent,  for  example,  in  order  to  estimate  conservatively  the  value  of 
the  securities  from  which  the  reported  income  is  received.  These 
income-tax  data,  however,  take  no  account  of  the  interest  and  divi- 
dends of  those  who  are  not  required  to  file  returns  and  furnish  no 
clue  to  those  intangibles  which  may  not  be  taxable  under  state  laws. 
Other  limitations  could  be  mentioned,  but  it  is  assumed,  for  pur- 
poses of  this  paper,  that  these  differences  are  not  confined  to  the 
data  for  any  one  of  the  classification  states  and  therefore  a  com- 
parison of  assessments  with  the  capitalized  value  of  interest  and 
dividends  will  furnish  another  criterion  by  which  the  relative  effec- 
tiveness of  the  low-rate  taxes  inter  se  may  be  determined.  Such 
ratios  are  presented  in  Table  IX,  for  the  years  1920,  1922  and  1927. 

On  the  basis  of  these  ratios  Kentucky  ranks  first  and  Pennsyl- 
vania second,  for  each  of  the  three  years  shown.  South  Dakota 
was  third  in  1920,  Virginia  was  third  in  1922  and  1927.  The  lowest 
rank  was  again  accorded  Connecticut.  If  these  ratios  are  compared 
with  similar  ratios  computed  for  Illinois,  Ohio  and  Oregon  it  is  dis- 
covered that  the  ratios  in  every  classification  state,  except  Connec- 
ticut, are  greater  than  the  ratios  for  these  three  states  employing 
the  general  property  tax.^*  The  difference  in  ratios  between  these 
two  groups  of  states  appears  to  be  a  significant  fact  pointing  to  the 
superiority  of  classification. 

Thus  far,  the  tests  of  efficiency  for  measuring  the  assessments  of 
intangibles  have  been,  for  the  most  part,  comparisons  with  factors 
unrelated  to  the  various  tax  systems.  The  tests  employed  in  this 
paper  by  no  means  exhaust  the  possibilities  for  measuring  the  effi- 
ciency of  assessments  under  the  low-rate  taxes  but  enough  evidence 
has  been  assembled  to  make  possible  a  rough  rating  of  the  various 
systems.  An  exact  ranking  for  each  of  the  fourteen  states  dealt 
with  in  this  paper  would  be  of  somewhat  doubtful  validity  due  to 
the  possible  exclusion   of  pertinent   factors  not   considered  in   the 

13  The  ratios  in  1925  were  as  follows:  Illinois,  96.16  per  cent;  Ohio,  355.28' 
per  cent;  Oregon,  49.4"  per  cent. 

1*  The  ratios  are  as  follows  :                 ig20              ig22  1925 

Illinois     6.2o7o           4.76^0  2.82^0 

Ohio    15.22              14-56  11.31 

Oregon   10.10               "•S'i  7-65 
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tests  here  applied.  A  rough  grouping  of  the  states  into  the  most 
efficient  and  least  efficient  classes  may  be  possible,  but  here  again  a 
warning  should  be  given  that  the  ranking  is  not  final  and  that  it  is 
only  suggestive  and  is  only  based  upon  the  evidence  presented  in 
this  paper. 

In  Table  X  the  states  having  low-rate  taxes  are  ranked  on  the 
basis  of  the  tests  heretofore  discussed.  In  making  this  ranking  the 
data  upon  the  relation  of  assessments  to  farm  mortgages  are  not 
considered  because  the  negligible  amount  of  farm  mortgages  re- 
ported in  certain  of  the  classification  states  makes  the  ratios  based 
upon  them  a  doubtful,  if  not  an  unfair,  method  of  comparison.  For 
example,  their  inclusion  in  the  first  method  of  ranking  ^^  would 
place  Vermont  sixth  instead  of  fifth  and  would  place  Iowa  eighth 
instead  of  sixth.  The  inclusion  of  rankings  based  upon  ratios  of 
assessments  to  farm  mortgages  would  place  Rhode  Island  above 
Iowa,  would  place  Kansas  above  South  Dakota  and  Connecticut 
above  Nebraska  if  the  final  rankings  were  based  upon  an  average 
ranking  of  the  eight  tests  employed.  Their  inclusion  would  have 
no  appreciable  effect  upon  the  determination  of  the  five  most  efficient 
systems  and  would  not  change  the  position  of  the  least  efficient  low- 
rate  tax.  Interest  centers,  however,  not  upon  the  ranking  under  any 
single  test  but  upon  the  ranking  from  the  entire  body  of  evidence 
presented. 

Two  methods  of  ranking  have  been  presented  in  Table  X.  The 
first  is  on  the  basis  of  the  total  score  as  shown  from  the  first  nine 
columns  of  the  table.  The  rank  of  each  state  under  each  test  is 
totaled  and  the  sums  thus  found  are  made  the  basis  of  a  final  rank 
(column  10).  Under  this  method  of  scoring  two  ties  result.  The 
District  of  Columbia  and  Kentucky  are  tied  for  second  place.  Iowa 
and  Vermont  also  have  the  same  total  score,  but  inasmuch  as  \"er- 
mont  was  rated  on  the  basis  of  five  tests  whereas  the  position  of 
Iowa  was  determined  by  all  eight  tests,  Iowa  is  given  fifth  place  and 
Vermont  is  placed  sixth.  The  ranking  of  states  on  the  basis  of  total 
scores  also  gives  undue  importance  to  the  other  states — Kansas  and 
Nebraska — which  were  also  not  represented  in  every  test.  The 
omission  of  these  states  from  some  of  the  tests  is  accounted  for  by 
the  fact  that  classification  had  not  been  adopted  in  the  years  for 
which  the  tests  were  being  made.  This  fact  raised  the  rank  of  Ver- 
mont, Kansas  and  Nebraska.  i\s  a  consequence  of  the  obvoius  de- 
fect of  this  method  it  was  decided  to  show  the  ranking  of  the  states 
having  low-rate  taxes  on  the  basis  of  the  average  score  for  the 
number  of  tests  made  for  each  state.  Eight  tests  were  made  for  all 
of  the  states  except  Vermont.  Kansas  and  Nebraska.  From  five  to 
seven  tests  were  made  for  these  states.    The  total  score  as  shown  in 

^5  See  infra. 


312 


NATIOXAL  TAX  ASSOCIATION 


TABLE  X 
Rank  of  States  Having  Low-Rate  Taxes  on  Intangibi.es 
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I 

Pennsylvania 

Dist.  of  Col. 

Pennsylvania 

Dist.  of  Col. 

Dist.  of  Col. 

2 

Kentucky 

Pennsylvania 

Dist.  of  Col. 

Kentucky 

Pennsylvania 

3 

Virginia 

Kentucky 

Kentucky 

Pennsylvania 

Kentucky 

4 

Iowa 

Rhode  Island 

Rhode  Island 

V'irginia 

Maryland 

5 

Dist.  of  CoL 

Maryland 

Virginia 

Maryland 

Virginia 

6 

Maryland 

V'irginia 

Maryland 

Iowa 

Rhode  Island 

7 

Minnesota 

Iowa 

Iowa 

South  Dakota 

Iowa 

8 

Rhode  Island 

Vermont 

Minnesota 

MinnesMta 

South  Dakota 

9 

Kansas 

Minnesota 

Nebraska 

Rhode  Island 

Minnesota 

lO 

Nebraska 

Nebraska 

Connecticut 

Kansas 

Montana 

11 

Connecticut 

South  Dakota 

Montana 

Montana 

Kansas 

12 

South  Dakota 

Kansas 

South  Dakota 

Nebraska 

\'ermont 

13 

Vermont 

Connecticut 

Vermont 

Nebraska 

U 

Montana 

Montana 

Connecticut 

Connecticut 

1  See  Table  II. 

2  See  Table  IV. 

3  See  Table  V. 

4  See  Table  VI. 

5  See  Table  VII. 

6  See  Table  VIII. 

7  See  Table   IX. 

8  See  Table  III. 

^  Found  by  adding  score  in  each  of  the  columns  shown. 

column  10  was  therefore  divided  by  the  number  of  tests  for  each 
state,  and  these  quotients  became  the  basis  of  the  final  ranking  in 
column  11. 

Under  either  of  these  methods  of  ranking,  Pennsylvania,  the  Dis- 
trict of  Columbia,  Kentucky  and  Virginia  head  the  list,  and  in  both 
cases  Kentucky  and  the  District  of  Columbia  are  tied  for  second 
place.  The  four  lowest  ranks  are  occupied  by  Nebraska,  South 
Dakota.  Connecticut  and  Montana  under  the  first  method  of  rank- 
ing, whereas  Kansas  supplants  South  Dakota  when  the  average-rank 
method  of  computing  the  rating  is  employed.  The  three  states 
which  have  been  predominantly  in  the  first  group  are  Pennsylvania, 
District  of  Columbia  and  Kentuckv.    Montana  and  Connecticut  have 
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ON   Basis  oj^  Eight  Tests  Previously  Discussed 
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Kentucky 

t'ennsylvania 

Virginia 

Iowa 

South  Dakota 

Dist.  of  Col. 

Kansas 

Nebraska 

Minnesota 

Montana 

Maryland 

Rhode  Islan 

d 

Connecticut 
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Pennsylvania" 

Pennsylvania 

Maryland 

Dist.  of  Col." 

Vermont 

Kentucky  '* 

Connecticut 

Virginia 

Minnesota 

Maryland 

Iowa 

Iowa  '* 

Virginia 

Vermont  '* 

Rhude  Island 

Rhode  Island 

Dist.  of  Col. 

Kansas  '^ 

Kentucky 

Minnesota 

Kansas 

Nebraska'* 

Nebraska 

South  Dakota 

Montana 

Connecticut 

South  Dakota 

Montana 

Pennsylvania 

Dist.  of  Col.'* 

Kentucky  " 

Virginia 

Maryland 

Iowa 

Rhode  Island 

Minnesota 

Vermont  " 

South  Dakota 

Kansas  '^ 

Nebraska  '* 

Connecticut 

Montana 


10  F'ound  by  dividing  total  score  by  number  of  tests  applied  to  each  state. 

11  Estimated  rank. 

12  Tied  for  second  place. 

13  Same  score  as  for  Vermont.  Iowa  given  precedence  in  rank  because 
Vermont  was  present  in  only  five  tests. 

1*  Same  score  as  Iowa. 

1°  Present  in  six  tests  only.     Classification  not  effective  until  1925. 

1^  Present  in  seven  tests  only.     Classification  effective  beginning  with   1922. 

1'  Present  in  five  tests  only.     Classification  not  adopted  until   1926. 

been  most  frequently  in  the  lowest  rank.  The  middle  group  of 
states  seems  to  include  Maryland,  Iowa.  Rhode  Island.  Minnesota, 
Vermont  and  South  Dakota.  On  the  whole,  there  seems  to  be  but 
little  doubt  as  to  the  systems  which  are  most  efficient  in  the  assess- 
ment of  intangibles  and  no  less  doubt  as  to  those  which  are  least 
efficient.  Inquiry  into  the  reasons  for  these  conditions  seems  to  be 
called  for. 

The  results  from  the  low-rate  taxes  cannot  be  measured  from 
assessments  alone.  The  revenue  produced  by  these  taxes  is  also  an 
important  fact.  To  some  persons  it  alone  is  the  only  significant 
factor  to  be  considered.  Such  persons  are  generally  interested  only 
in  the  question  whether  the  low-rate  taxes  produce  more  revenue 
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TABLE  XI 
Revenue  Produced  by  Low-Rate 


Year 


1890 
1900 

1910 
191 1 
1912 

1913 
1914 

1915 
1916 
1917 
1918 
1919 

1920 
1921 
1922 
1923 
1924 


F'cnnsylvania 


Tax  on 
Person- 
alty 


$1,640 
2,891 

4.737 
5,610' 

5.653 


7,398 
7,838 
8,192 

8,34t 
8,840 


Cor- 
porate 
Loan 
Tax 


1925  9,853 

1926  .  10,108 

1927  . 


$6)6 
1,498 

2.621 


3.815 


4,251 
1,712 
4.791 
5.710 


Capital 
Stock 
Tax 


$1,915 
5,430 

9,531 


12,926 


13,695 

5,465 

16,352 

17,181 


6,851     18,333 

5,040  16,839 
5,634  18,340 
4.747,  20,473 


Con 

necticui 


Chose 

in 
Action 

Tax 


$129 
93 

167 

'59 
161 

183 
251 

415 
525 
652 
548 
317" 

513 
498 
500 
486 
5'o 

496 
SOI 
504 


I    Min- 
Maryland    nesita 


Iowa 


Lo«v- 

Rate 

Pax 


$I20« 
314^ 

8'-8'' 

I.oC.h 

I,Ii.h 
1,34/ 

1,47." 

1,293 

1.355 
1,414 
1,506 
1,471 

1,521 
1,226 
1,203 
1,271 
1,598 

1,775 
1,898 
2,181 


Three 
Mill 
Tax 


ivioney 

and 
Credits 
Tax 


Rhode 

Island 


Tax  on 
Intan- 
gibles 


$379*^ 

$7,865^' 

347 

850 

406 

945 

407 

1,053 

589 

1,259 

636 

1,376 

702 

1,536 

854 

1,649 

900 

2,180 

1,079 

2,341 

1,312 

3>'37 

1,274 

3.500 

r,202 

3,433 

1,251 

3.302 

1,216 

3.762 

1,242 

3,458 

1,242 

3.291 

1,244 

2,984 

$656' 

387 

460 
495 

506 
<;42 
583 
598 
675 

8>3 
747 
805 
808 
851 

839 
873 
899 


Data  taken  from  official  reports.  When  data  were  not  available  estimates 
were  made  on  basis  of  assessments  and  rates. 

*  State  levies  only.  Data  as  to  local  levies  not  available.  Includes  money 
on  deposit  lax. 

^  Estimated  on  basis  of  average  rate  for  all  purposes  exclusive  of  cities 
and  towns. 

'^Amount  of  county  tax,  $5,370,000. 

^  Nine  months. 

^  Under  general  property  tax. 

f  Estimated  yield  under  general  property  tax  in  Baltimore  in   1896. 

s  Baltimore  only.  Estimated  yield  of  low-rate  tax  in  Baltimore  in  1897. 
first  year  low-rate  tax  was  in  operation,  was  $280,000. 

'•  Baltimore  and  Baltimore  County. 
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Taxes  on 

Intangibles.     (In  thousands) 

District  of 

South 

Virginia 

Kentucky 

Columbia 

Montana 

Dakota 

Nebraska 

Kansas 

Vermont 

Intangi- 

Money 

Intangibles 

All  Intan- 

bles and 

Low-Rate 

and 

Intan- 

Except 

Money 

Intan- 

gibles ' 

Bank 

Tax 

Credits 

gibles 

Bank 

and 

gibles 

Deposits 

Tax" 

Stock 

Credits 

$210" 

2,i6b<^^ 

1.247 

1.365 

1,542 

$2,200  «■" 

2,095 

1,164 

$890 

$286  <= 

$196^ 

2,448 

1,665 

880 

174 

332 

2,609 

',361 

969 

203 

3'4 

2,662 

1,568 

971 

204 

239 

$1,455^'^ 

2,178 

1,508 

1,007 

183 

197 

566 

2,421 

1.594 

1,825 

180 

219 

551 

2,694 

1,954 

1,899 

167 

285 

545      • 

$2,504" 

2,660 

2,498 

2,185 

160 

308 

581  P 

371 

$437'''» 

3.056 

2,622 

2,362 

176 

2Q6 

560  P 

397 

68 

3.050 

2,801 

2,479 

186 

282 

548  P 

767 

279 

i  Estimated  on  basis  of  average  rate  of  $4.05  for  1912.  Cf.  Wealth,  Debt  and 
Taxation.  1913,  Vol.  I,  p.  751. 

J  Estimated  on  basis  of  an  average  rate  of  1.64  and  an  estimated  assessment  of 
:$40,ooo,ooo.     Cf.  Leland,  op.  cit.,  p.  359. 

^  Money  on  deposit  only.     Lender  general  property  tax. 

1  Includes  $210,000  from  money  on  deposit  tax  in  1913.  Tax  on  money  in  1914, 
$50,000.  Average  rate  of  $1.49  used  in  computation.  Cf.  Report  of  Commission 
on  Tax  Revision,  1914,  p.  241. 

™  Rate  of  $2.75  used  in  computation. 

^  Rate  under  general  property  tax  17  mills. 

o  Estimated.  Average  levy  for  all  purposes  2.08584%.  Tenth  Biennial  Report 
■of  Tax  Commission,  1926,  p.  378. 

P  Intangibles  in  Classes  A  and  B. 

*1  Estimated.     Includes  some  bank  stock. 
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than  the  high  general  property  taxes  and  stand  ready  to  pronounce 
as  a  failure  every  classification  measure  which  does  not  produce 
more  revenue  than  the  system  it  supplants.  To  look  entirely  at  the 
proceeds  from  the  taxes  and  to  overlook  completely  the  rate  struc- 
ture, the  assessments,  and  the  type  of  administration  provided  for 
these  taxes  frequently  produces  a  distorted  conclusion  as  to  the 
success  or  failure  of  classification.  In  many  cases  the  application 
of  the  principle  of  classification  is  blamed  for  results  which  should 
be  attributed  to  other  factors.  It  is  dangerous  therefore  to  draw 
final  conclusions  from  the  statistics  as  to  revenues,  or  assessments 
alone.  This  fact  should  be  remembered  in  considering  the  data 
here  presented. 

The  data  as  to  the  revenues  produced  by  the  classification  meas- 
ures are  shown  in  Table  XI. 

The  yield  of  the  low-rate  taxes  in  Pennsylvania  exceeds  that  of 
other  states.  In  1926  the  county  tax  on  personalty  produced  $10,- 
108,039;  10  in  1927  the  corporate-loan  tax  produced  $4,747,000  and 
the  capital-stock  tax  added  $20,473,000  to  the  revenues  of  the  state. 
In  Virginia  the  revenue  derived  by  the  State  alone  from  all  intan- 
gibles, except  bank  stock,  amounted  to  $3,050,000  in  1927.  Iowa 
received  $3,291,000  in  1926  and  $2,984,000  in  1927  from  its  tax  on 
intangible  property.  Maryland,  Kentucky  and  the  District  of  Co- 
lumbia received  more  than  two  million  dollars  in  revenue  from  their 
low-rate  taxes.  In  Minnesota  the  yield  is  almost  a  million  and  a 
quarter  annually.  On  the  other  hand,  Montana  collected  only 
$186,000  from  its  tax  on  money  and  credits  in  1927,  while  South 
Dakota  and  Vermont  collected  only  $282,000  and  $279,000,  respec- 
tively. The  total  collections  by  the  fourteen  states  shown  in  Table 
XI  amounted  to  over  $53,500,000  in  1927.i' 

Data  are  not  available  from  every  state  with  which  to  compare 
the  revenue-productivity  of  the  low-rate  taxes  on  intangibles  with 
the  revenue-productivity  of  the  full-rate  taxes  under  the  general 
property  tax,  but  on  the  basis  of  all  available  evidence,  and  of  con- 
servative estimates  where  actual  data  are  lacking,  it  appears  that  the 
revenue  produced  by  the  low-rate  taxes  has  exceeded  that  produced 
by  the  general  property  tax  in  every  low-rate  state  except  Iowa. 
Montana,  Nebraska,  Kansas,  and  Vermont.  In  Iowa  classification 
has  been  in  operation  over  seventeen  years ;  in  Montana  it  has  been 
enforced  for  nine  years;  in  Nebraska  six  assessments  had  been 
made  under  the  low-rate  tax  prior  to  1928.  In  Iowa  the  general 
property  tax  produced  some  $7,865,000  in  revenues  from  intangible 
property.  The  average  rate  was  about  $4.05  per  $100.  Even  if  the 
full  rate  had  been  only  $2.00  per  $100,  the  yield  of  the  low-rate  tax, 

^®  Later  data  are  not  available. 

1"  Includes  revenue  from  tax  on  personalty  in  Pennsylvania  in   1926. 
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some  $2,984,000  in  1927,  would  still  be  below  that  of  the  general 
property  tax  in  1910.  In  Montana,  in  1918,  the  last  year  the  gen- 
eral property  tax  was  in  operation,  the  revenue  from  taxes  on 
money  and  credits  amounted  to  $286,000;  in  1927  the  yield  of  the 
low-rate  tax  on  such  property  was  only  $186,000.  In  Nebraska  the 
general  property  tax  on  intangibles  produced  approximately  $1,455,- 
000  in  1921 ;  six  years  later  the  low-rate  tax  produced  only  $548,000. 

Less  serious,  of  course,  are  the  results  in  Kansas  and  Vermont. 
Classification  measures  have  been  in  force  only  a  few  years  in  these 
states.  The  first  assessment  under  a  low-rate  tax  was  made  in  1925 
in  Kansas  and  in  1926  in  Vermont.  Although  the  yield  from  the 
low-rate  taxes  in  each  of  these  states  is  below  that  of  the  general 
property  tax,  such  a  result  should  not  occasion  surprise  in  the  years 
immediately  following  the  adoption  of  the  classification  principle. 
In  each  case  there  has  been  a  growth  in  the  yield  of  the  low-rate 
taxes.  In  Kansas,  however,  the  increase  has  been  due  almost  en- 
tirely to  an  increase  in  the  tax  rate  from  ly^  to  5  mills.  Probably 
a  few  more  years  should  be  allowed  to  elapse  before  the  systems  in 
these  states  should  be  declared  to  be  failures  from  the  revenue- 
producing  standpoint. 

If  the  data  in  Table  XI  are  further  analyzed  it  will  be  noted  that 
few  of  the  states  which  adopted  classification  immediately  collected 
more  revenue  from  the  newly-adopted  low-rate  taxes  than  was  for- 
merly collected  from  the  general  property  tax.  In  Baltimore  ^^  and 
South  Dakota  the  yield  of  the  low-rate  taxes  the  first  time  they  were 
put  in  force  exceeded  the  yield  of  the  general  property  taxes  on 
intangibles  in  their  jurisdictions.  In  Minnesota  the  revenues  first 
exceeded  those  formerly  collected  by  the  general  property  tax  from 
intangible  property  in  the  second  year  of  classification.  In  Virginia 
the  period  was  five  years, ^^  and  in  Kentucky  and  Rhode  Island, 
eight  years.  In  Connecticut  and  Pennsylvania  data  are  not  avail- 
able for  determining  the  length  of  this  lag,  if  any.  In  Kentucky,  if 
the  tax  on  bank  deposits  is  separately  considered,  it  appears  that 
only  seven  years  elapsed  before  the  yield  of  the  one-mill  tax  on 
deposits  exceeded  the  yield  of  the  general  property  tax  on  such 
property.  If  the  two-mill  tax  on  deposits  in  Virginia  is  examined, 
it  appears  that  it  has  not  yet — after  fourteen  years  of  operation — 
produced  as  much  revenue  from  this  property  as  the  general- 
property-tax  system  which  formerly  prevailed. 

It  must  be  concluded,  therefore,  that  the  revenues  produced  by 
classification  have  not  always  exceeded  the  revenues  produced  by 

^^  Data  as  to  Maryland  as  a  whole  not  available. 

^9  On  the  basis  of  state  levies  only.  If  data  as  to  local  levies  were  avail- 
able it  is  believed  that  the  period  would  be  lessened  by  one  or  two  years. 
In  1924,  for  example,  the  cities  in  Virginia  collected  $562,000  from  intan- 
gibles. 
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the  general  iJiDpcrty  tax,  and  tliat  the  increases  in  revenues  over 
those  produced  by  the  general  property  tax  have  seldom  been  imme- 
diately realized.  The  results,  on  the  whole,  indicate  that  classifica- 
tion is  superior  to  the  tax  system  it  is  designed  to  supplant.  It  is 
not  a  perfect  tax  and  has  not  accomplished  the  impossible.  Its 
achievements  have  been  somewhat  checkered.  And  if  the  methods 
employed  in  this  paper  for  testing  the  relative  efficiency  of  these 
taxes  are  valid  it  appears  that  the  most  effective  application  of  the 
principle  of  classification  to  intangible  property  are  found  in  Penn- 
sylvania, the  District  of  Columbia,  Kentucky,  Virginia  and  Mary- 
land. The  least  efficient  systems  appear  to  be  in  Nebraska,  Connec- 
ticut and  Montana. 

j\Ir.  Frost  (Washington)  :  Professor  Leland,  was  there  any  anal- 
ysis of  the  low-rate  specific  taxes  as  compared  with  the  general 
property  tax  on  intangibles  as  to  the  effect  upon  the  individual 
holders  of  this  class  of  property?  It  is  well  known  that  under  the 
general  property  tax  but  a  few  very  honest  people  return  intan- 
gibles or  money  on  deposit.  I  should  like  to  know  whether  under 
the  low  specific  taxes  you  succeeded  in  equalizing  that  burden  so  as 
to  distribute  the  tax  fairly  evenly  as  to  the  individual  holders  of  the 
intangible  property. 

Chairman  Leland:  That  result  can  be  demonstrated  in  all  those 
states  for  which  the  number  of  persons  paying  taxes  upon  intan- 
gible property  is  known.  You  can  demonstrate  that  in  the  case  of 
Minnesota  and  a  few  other  states  in  which  the  number  of  taxpayers 
is  definitely  known  under  each  act.  That  information  is  not  avail- 
able for  the  majority  of  the  classification  states. 

Mr.  Frost  :  Isn't  that  really  the  essential  thing  to  know  in  study- 
ing this  question  of  the  imposition  of  specific  taxes  upon  intangible 
property,  as  distinguished  from  an  attempt  to  assess  it  under  the 
general  property  tax? 

Chairman  Leland:  I  am  not  prepared  to  answer  that  question. 

J.  F.  ZoLLER  (New  York)  :  I  have  been  interested  in  the  substi- 
tution of  some  tax  in  an  attempt  to  get  more  revenue  from  intan- 
gible personal  property.  Now,  we  all  know  the  history  of  this  situa- 
tion was  that  real  estate  was  bearing  more  than  its  just  burden  of 
taxes,  and  we  wanted  to  devise  some  means  whereby  more  revenue 
might  be  raised  from  intangible  personal  property  so  as  to  lessen 
the  burden  on  real  estate. 

Now,  from  the  papers  that  have  been  delivered  here  this  evening, 
some  one  might  get  the  impression  that  a  classified  personal  prop- 
erty tax  was  a  failure.  I  don't  see  how  it  can  be  a  failure  in  any 
state  if  it  is  properly  administered  and  the  rate  is  properly  fixed. 
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Now,  a  classified  personal  property  tax  does  not  mean  necessarily 
a  low  rate,  a  very  low  rate ;  it  means  an  ideal  rate,  the  rate  which 
will  produce  the  most  revenue.  Of  course,  if  you  are  getting  a 
certain  amount  of  revenue  under  the  general  property  tax,  and  the 
rate  is  2  per  cent,  and  you  reduce  that  to  one-tenth  of  that  rate  in 
your  classified  intangible  personal-property-tax  law,  unless  you  get 
ten  times  as  much  property  on  the  roll  you  won't  get  as  much  rev- 
enue as  you  got  before,  which  simply  demonstrates  that  your  rate 
is  too  low. 

Now,  on  a  classified  property  tax  the  legislature  is  given  power 
to  make  the  rate  that  which  will  produce  the  most  revenue;  and 
these  states,  I  would  take  it,  either  have  not  got  proper  administra- 
tion or  else  they  have  hit  upon  too  low  a  rate  to  produce  the  amount 
of  revenue  that  is  possible  from  that  source. 

Now,  I  take  it  there  are  two  ways  open  in  attempting  to  get  more 
tax  from  intangible  personal  property.  One  way  is  by  reducing  the 
rate  in  the  hope  of  inducing  more  property  to  come  onto  the  roll. 
Now,  if  you  cannot  get  more  property  to  come  onto  the  roll  by  re- 
ducing the  rate,  why,  then,  it  is  evidence  that  the  rate  ought  not  be 
reduced;  and  you  still  have  got  classification  because  you  fix  the 
rate  at  a  point  that  will  produce  the  most  revenue. 

The  other  way  is  an  income  tax.  Now,  curiously  enough,  some 
states  have  had  the  experience  that  where  they  were  unable  to  get 
but  very  little  revenue  from  an  ad-valorem  tax  on  intangible  per- 
sonal property,  that  they  have  been  unable  to  get  very  much  revenue 
when  they  substituted,  in  lieu  thereof,  a  net  income  tax.  I  think 
that  was  the  experience  in  the  State  of  New  York,  but  that  might 
not  work  in  every  state,  because  every  state  does  not  have  the  same 
amount  of  income.  But  it  is  notorious,  and  I  presume  it  is  because 
the  federal  government  has  entered  the  income  tax  field  —  it  is  a 
notorious  fact  that  a  man  will  be  dishonest,  perhaps,  in  reporting 
his  property  for  taxation,  when  he  will  be  perfectly  honest  in  re- 
porting his  income.    We  have  had  that  experience  in  many  states. 

Now,  a  number  of  states  have  been  successful  in  a  classified  per- 
sonal property  tax;  and  in  classifying  it  they  have  been  successful 
in  making  the  rate  less  than  the  usual  rate  on  real  estate,  and  they 
got  more  money  by  the  reduced  rate  than  they  were  getting  even  at 
the  higher  rate.     They  had  hit  upon  the  proper  rate. 

Now,  I  think  if  the  rate  is  properly  fixed  and  the  administration 
is  good,  that  you  are  bound  to  get  more  revenue  from  a  reasonable 
rate  on  intangible  property  than  you  will  get  if  the  rate  is  un- 
reasonable. What  I  mean  by  an  unreasonable  rate  is  a  rate  that 
takes  so  much  of  the  income  that  there  is  every  incentive  for  the 
owner  of  the  property  to  try  to  conceal  it  or  put  it  into  another 
jurisdiction  where  the  rate  is  more  favorable.  But,  I  cannot  see 
any  possible  way  how  a  classified  personal  property  tax  could  be  a 


320  ^         NATIONAL  TAX  ASSOCIATION 

failure  if  the  administration  is  all  right  and  you  hit  upon  the  ideal 
rate. 

Now,  you  don't  know  what  that  rate  is.  You  might  get  it  too 
high  or  you  might  get  it  too  low.  You  can  only  tell  by  trying  the 
thing  out.  But  there  is  somewhere,  it  seems  to  me,  an  ideal  rate 
which  will  produce  the  most  revenue  possible  from  that  particular 
source. 

I  think  perhaps  an  income  tax  is  better  than  a  classified  personal 
property  tax,  from  a  revenue  point  of  view,  in  most  states;  but 
either  one,  in  my  opinion,  can  be  made  to  yield  more  revenue  than 
you  can  ever  hope  to  get  by  trying  to  impose  the  same  rate  upon 
intangible  personal  property  that  you  usually  impose  upon  real 
estate ;  and  the  reason  for  that  is  the  rate  upon  real  estate  in  most 
states  is  too  high  to  apply  against  intangible  personal  property,  be- 
cause it  takes  so  much  of  the  income  that  there  is  ever  an  incentive 
to  secrete  the  property,  and  personal  property  can  be  secreted. 

Now,  the  rate  is  too  high  on  real  estate,  of  course,  but  real  estate 
cannot  escape,  unfortunately  for  the  real-estate  owner.  The  farmer 
is  in  that  position,  and  he  cannot  secrete  it.  Therefore,  we  are  in 
the  position  that  the  only  means  of  helping  our  real  estate  is  to  get  a 
rate  on  personal  property  that  will  produce  the  most  revenue,  so 
that  we  can  require  less  revenue  from  real  estate. 

Here  is  one  other  thought  I  want  to  leave  with  you,  and  it  is  new, 
and  perhaps  it  is  no  good,  but  I  thought  about  it.  I  think  the  great 
difficulty  with  a  classified  rate  on  intangible  personal  property,  more 
than  with  the  other  kind,  because  that  is  the  easiest  property  to 
secrete  —  and  the  difficulty  with  an  income  tax  is,  the  rate  is  not 
flexible;  it  is  fixed.  You  fix  the  rate,  and  that  is  the  amount  of 
money  that  you  get  from  that  particular  source ;  and  real  estate  has 
to  take  up  the  slack.    That  is  true  in  every  state  of  the  Union. 

Now,  why  would  it  not  be  possible — it  may  or  may  not  be  advis- 
able— to  have  a  variable  rate,  a  flexible  rate  on  intangible  personal 
property,  or  even  a  flexible  income-tax  rate,  so  that  the  rate  would 
depend  upon  the  rate  imposed  upon  real  estate,  so  that  you  start  out 
by  saying  that  the  rate  on  personal  property  ought  to  be  50  per  cent 
of  the  present  rate  on  real  estate.  When  the  rate  on  real  estate  is 
increased,  why  shouldn't  the  rate  automatically  be  increased  on 
personal  property,  so  it  would  bear  the  same  relation  at  all  times? 

Now.  I  think  that  could  be  done,  and  I  think  that  would  be  a 
possible  thing  to  undertake  to  do.  It  has  never  been  attempted,  and 
one  of  the  objections  made  at  one  time  that  people  had  to  know  what 
the  rate  was  going  to  be  before  they  would  subject  their  property  in 
any  state  to  taxation  by  that  state. 

.Well,  the  real-estate  people  don't  know  what  the  rate  is  going  to 
be.  It  depends  on  how  much  money  you  are  going  to  spend.  It 
seems  to  me  you  could  carry  along  the  relation,  with  the  classified 
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rate  on  personal  property  or  the  income-tax  rate  flexible  so  as  to  go 
along  with  the  rate  on  real  estate.  Then  whenever  more  money 
was  spent,  the  man  who  paid  a  tax  on  income  or  on  personal  prop- 
erty, classified,  would  be  just  as  much  interested  in  how  that  money 
was  spent  as  the  fellow  who  owns  real  estate. 

Today  you  must  admit  that  under  a  classified  personal  property 
tax  and  under  an  income  tax  —  I  don't  know  whether  this  can  be 
corrected  or  not — certainly  if  I  do  not  pay  any  tax  on  real  estate  my 
income-tax  rate  or  my  personal-property-tax  rate  is  fixed;  it  does 
not  make  very  much  difference  to  me  as  a  taxpayer  how  much  the 
budget  is  or  how  much  money  I  spend,  because  I  pay  so  much,  any- 
way; but  if  that  rate  was  flexible  so  that  the  more  money  that  was 
raised  for  taxation  the  greater  I  would  be  required  to  pay,  the  same 
as  the  real-estate  owner,  I  would  take  the  same  interest  in  the 
proposition  he  does. 

I  leave  that  for  your  consideration. 

H.  L.  LuTZ :  Gentlemen,  may  I  make  a  suggestion  in  order  to 
test  the  sentiment  of  the  meeting:  We  have  no  desire  to  stop  the 
discussion  of  this  very  interesting  and  important  topic,  and  certainly 
the  Executive  Committee  has  no  desire  to  bring  the  Conference  to 
an  untimely  end.  I  should  like  to  find  out.  therefore,  whether  you 
would  like  to  continue  the  discussion  of  this  topic  and  reserve  Pro- 
fessor Newton's  paper  to  a  later  session,  possibly  a  session  on  Fri- 
day morning.  If  the  Conference  is  willing  to  carry  on  Friday 
m.orning,  we  can  have  ample  time  for  the  discussion  of  this  topic. 
Will  you  give  me  some  expression  of  your  desire? 

Celphus  p.  Link  :  I  am  going  to  move  that  we  proceed  with  the 
discussion  for  a  few  minutes  in  the  hope  that  we  may  still  have 
Mr.  Newton's  paper  tonight. 

Chairman  Leland  :  Let  us  continue  with  the  discussion,  observ- 
ing strictly  the  time  limit  for  discussion  from  the  floor,  and  if  there 
is  time  remaining  for  Professor  Newton's  paper  this  evening,  we 
will  hear  it. 

Franklin  S.  Edmonds  (Pennsylvania)  :  The  chairman  in  his 
summary  referred  to  Pennsylvania's  experience  with  the  classified 
property  tax.  That  is  one  of  our  old  taxes.  Our  assessment  shows 
some  thing  like  two  and  one-half  billions,  and  our  taxes  ten  millions, 
which  is  given  to  the  counties. 

Now,  our  Tax  Commission  concluded  that  that  was  one  of  the 
most  unsatisfactory  taxes  in  its  administration  that  we  had.  We 
tried  to  do,  sir,  what  you  tried  to  do,  to  estimate  what  we  ought  to 
get  from  that  tax,  and  our  conclusion  was  that  we  got  from  one- 
fifth  to  one-tenth  of  what  we  ought  to  get.  We  received  the  four- 
mill  personal  propertv  tax  and  we  received  the  tax  universallv  on 
21 
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trust  estates  and  tiduciaries,  and  those  two  make  up  the  great  por- 
tion of  the  group  that  contributed  to  that  ten  million  dollars. 

Therefore,  we  recommended  to  the  legislature,  and  the  legislature 
enacted  in  1927,  that  in  the  future,  whenever  an  estate  of  a  dece- 
dent comes  into  our  orphans'  court  for  audit,  the  burden  of  proof 
is  on  the  executor  to  show  that  the  taxable  securities  in  that  state 
have  paid  the  tax  for  the  preceding  period  of  five  years,  and  if  the 
taxable  securities  have  not  been  declared  and  had  the  tax  paid,  then 
the  auditing  judge  surcharges  the  estate  with  the  amount  of  the  tax, 
going  back  five  years  prior  to  the  death  of  the  decedent,  plus  a 
penalty  and  interest. 

Now,  since  that  act  went  into  operation,  which  was  one  year  ago, 
there  has  been  a  great  stimulation  of  interest  in  our  four-mill  per- 
sonal property  tax.  Our  assessor  told  me  in  Philadelphia  that  in 
one  district,  since  January  first,  where  they  had  not  received  beyond 
650  returns,  that  this  year  they  had  750  returns  additional  to  the  650 
that  had  previously  been  made. 

My  private  opinion  is  that  the  income  from  this  tax  will  go  up 
materially  under  the  form  of  teeth  which  the  legislature  has  put 
into  its  administration. 

I  simply  refer  to  it  for  your  consideration.  We  got  the  idea  from 
Connecticut.  We  are  inclined  to  think,  in  Pennsylvania,  that  it  is 
a  good  idea. 

Voick:  Do  they  report  any  stocks  in  Kansas? 

Mr.  Edmonds:  If  Kansas  would  only  look  at  the  report  of  the 
Reciprocity  Committee  that  was  furnished  last  year,  it  would  find 
there  are  3403  stockholders  in  seventeen  corporations  alone,  seven- 
teen national  corporations  that  are  not  Kansas  corporations,  with 
66,000  shares  of  stock,  and,  as  I  recollect  that,  about  two-thirds  of 
it  is  American  Telegraph  &  Telephone  Company ;  so  that  the  amount 
represented  there  is  about  100  millions. 

My  own  private  feeling  is  that  the  standard  of  honesty  through- 
out the  entire  country  is  pretty  much  the  same,  either  in  Massachu- 
setts, Kansas  or  Pennsylvania,  and  therefore  it  seems  to  me  we  are 
all  justified  in  assuming  that  we  are  dealing  with  the  same  kind  of 
flesh  and  blood. 

Mr.  Heffxer  (Washington)  :  My  name  is  Heffner.  I  live  here 
in  Seattle. 

In  view  of  what  Senator  Edmonds  stated,  I  wonder  if  anybody 
else  in  the  room  other  than  myself  knows  that  it  was  Benjamin 
Harrison,  in  1894,  in  the  City  of  Chicago,  who,  in  discussing  this 
very  question,  proposed  the  only  way  by  which  you  can  force  men 
and  women  to  put  their  property  on  the  tax  roll,  and  that  was  to 
provide  that  no  man  or  woman  could  transmit  to  his  heirs  by  will 
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any  property  not  disclosed  on  the  tax  roll ;  and  you  are  approaching 
it  apparently  in  Pennsylvania. 

If  you  will  permit  me,  it  seems  to  me  that  there  has  been  where 
your  law  has  fallen  down,  that  you  do  not  impose  the  penalty  to 
compel  women  and  men  to  put  their  property  on  the  tax  roll.  It  is 
a  matter  of  great  importance  out  in  this  state,  when  we  have  a  con- 
stitutional amendment  pending  before  us,  to  vote  on  in  November, 
and  I  happen  to  be  a  member  of  the  legislature.  We  may  have  to 
wrestle  with  this  subject  next  winter,  and  I  am  deeply  interested  in 
this  discussion. 

I  am  very  glad  the  gentleman  from  Pennsylvania  brought  it  out, 
because  it  has  been  in  my  mind  to  propose  that  penalty  to  be  at- 
tached to  this  law  that  we  expect  to  pass  at  the  next  legislature,  if 
the  amendment  carries,  although  my  colleague  tells  me  I  am  the 
only  man  in  the  state  who  is  for  the  amendment.  I  think  when 
election  time  comes  there  will  be  quite  a  number  in  the  state  for  it. 

If  this  amendment  does  not  pass,  then  I  think  we  will  avail  our- 
selves of  the  suggestion  made  by  several  people  here  tonight  of 
raising  some  revenue  from  our  intangibles,  by  a  tax  on  the  income 
from  the  intangibles.  I  introduced  such  a  bill  as  that  before  the 
last  senate,  and  it  got  twelve  votes  out  of  forty-two. 

Jens  P.  Jensen  (Kansas)  :  Mr.  Chairman,  I  want  to  take  just  a 
moment  to  emphasize  a  note  that  was  struck  a  moment  ago.  From 
the  papers  given,  including  my  own,  the  returns  are  not  very  grati- 
fying. It  has  always  seemed  to  me  that  this  particular  type  of  re- 
form has  two  objects;  one  is,  perhaps,  to  raise  money,  but  one  is  to 
bring  about  greater  equity  in  the  tax  burden ;  and  it  seems  to  me 
that  of  those  two,  the  second  is  the  greater. 

I  do  not  think  it  is  necessary  to  rehearse  in  this  audience  some  of 
the  atrocities  that  have  been  perpetrated  upon  a  few  honest,  unfor- 
tunate and  ignorant  taxpayers  who  listed  their  intangibles  at  confis- 
catory rates.  It  seems  to  me  some  of  those  atrocities  are  such  as 
cannot  be  excused.  If  we  can  get  the  same  revenue  which  on  the 
whole  we  are  getting  from  that  source,  it  seems  to  me,  as  compared 
with  the  old  scheme,  that  the  low-rate  intangible  tax  is  an  improve- 
ment, even  if  we  don't  get  any  more  than  we  got  before.  The  state 
has  to  have  that  money,  but  it  has  to  get  that  money  with  as  much 
equity  as  it  possibly  can;  and  everybody  knows  it  was  not  getting 
equity  before  because  of  these  fearful  atrocities  on  widows  and 
some  others,  brought  about  by  the  general-property-tax  rate  on  these 
intangibles,  the  few  of  them  that  were  listed.  It  seems  to  me  that 
it  is  worth  noting  that  among  these  rather  disturbing  reports,  there 
is  something  being  said  from  this  point  of  view. 

C.  P.  Link  (Colorado)  :  Mr.  Jensen  has  just  made  the  point  that 
it  certainly  goes  a  long  way  towards  being  fair  and  not  penalizing 
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the  honest  taxpayer,  but  the  big  thing  on  this  point  is,  taking  con- 
cretely Minnesota  and  Montana,  Minnesota  is  one  of  the  states  to 
pioneer,  and  Montana  is  one  that  follows,  in  the  way  of  an  attempt 
to  equalize  upon  an  income  basis.  They  go  from  50  per  cent  on  one 
class  of  property  to  7  per  cent  for  intangibles.  That  goes  a  long 
way  to  write  an  indirect  income  tax. 

I  learned  from  our  venerable  Judge  Howe,  in  Kansas,  years  ago, 
that  the  great  big  element  of  the  values  you  get  in  Kansas  is  be- 
cause you  taxed  secured  notes,  and  your  people  were  honest  enough 
to  give  eighty  or  ninety  millions  out  of  your  total.  Think  of  the 
tragedy  upon  those  honest  persons  in  Kansas  who  happened  to  do 
that  and  paid  the  high  rate  !  That  is  where  the  big  point  came  over 
there. 

Now,  Ladies  and  Gentlemen,  not  that  I  am  unduly  enthused  upon 
the  income  tax,  but  I  submit  to  this  Conference  that  we  have  these 
many,  many  kinds  of  taxes  in  the  United  States,  and  every  other 
nation,  but  when  all  is  said  and  done  there  are  just  two  sources 
from  which  that  money  is  to  be  paid:  one  is  income,  and  the  other 
is  principal. 

I  submit  wealth  is  not  the  test,  that  it  is  personal  income.  We 
public  officials  draw  salaries,  school  teachers  draw  salaries,  and 
employees  of  all  kinds  draw  incomes,  and  there  is  the  field  we 
should  look  to. 

Now.  Mr.  Chairman,  just  a  moment.  Harking  back  to  the  great 
State  of  Oregon,  we  have  had  splendid  expressions  from  splendid 
men  in  Oregon,  mostly  apologies  for  their  troubles,  which  are  no 
less  and  no  greater  than  those  of  any  other  state  in  the  Union.  I 
submit  in  this  Conference  that  the  good  State  of  Oregon  has  done 
one  of  the  greatest  things  that  has  ever  been  done  in  taxation  in  the 
United  States,  or  in  any  other  nation ;  and  we  have  with  us  Mr. 
Chapman,  who,  if  he  was  not  the  father  of  the  movement,  was  in- 
strumental in  introducing  to  the  United  States,  by  direct  vote  of  the 
people,  the  gasoline  tax. 

John  E.  Brindley:  I  just  want  to  make  this  additional  comment, 
that  while  we  have  had  seventeen  years  of  experience,  as  I  said 
before,  in  Iowa,  with  this  classified  tax,  it  would  not  be  wise  to  take 
that  experience  too  seriously.  The  truth  was  stated  here  in  a  very 
few  words,  that  what  we  have  to  strive  for  is  the  proper  rate ;  and 
in  the  second  place,  the  efficient  administration  of  the  law. 

Now,  when  you  bear  in  mind  that  the  machinery  of  assessment, 
in  my  own  state,  which  relates  to  a  question  of  this  character,  was 
put  there  in  1853,  and  it  has  not  been  changed  essentially  since,  you 
see  what  I  mean.  H  we  had  the  right  kind  of  administration  the 
storv  would  be  a  different  one. 
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Mr.  ^NIarkham  (Oregon)  :  The  people  in  Oregon  are  very  much 
interested  in  this  matter  of  the  enforcement  of  the  law  and  the 
Connecticut  solution  of  it.  I  wonder  if  some  man  from  Connecticut 
could  not  enlighten  us  upon  the  law  of  that  state. 

Chairman  Lelaxd:  Professor  Fairchild  of  Connecticut  is  here; 
possibly  he  could  answer  your  question. 

Fred  R.  Fairchild  (Connecticut)  :  I  planned  to  keep  quiet  dur- 
ing this  discussion,  but  that  plan  seems  to  have  gone  astray. 

We  have  in  Connecticut  the  four-mill  tax  on  intangible  property, 
strictly  on  choses-in-action,  which  does  not  include  stocks  of  cor- 
porations. Stocks  of  corporations  with  us  are  practically  untaxed. 
The  law  provides  that  the  holders  of  shares  of  corporations  shall 
not  be  taxed  on  their  shares  provided  the  corporation  pays  taxes  on 
all  of  its  property.  Unlike  some  states,  California,  for  instance, 
which  limits  that  to  taxes  paid  in  the  state,  our  position  is  different; 
and  since  we  assume  that  in  Connecticut  all  corporations  pay  taxes 
on  all  of  their  property,  and  assume  furthermore  that  every  cor- 
poration is  taxed  on  its  property  wherever  it  is  in  any  other  state, 
we  in  effect  exempt  entirely  from  taxation  the  shares  of  stock  of 
corporations. 

If  I  may  be  permitted  to  make  a  suggestion,  it  would  seem  to  me 
that  that  is  theoretically  a  practical  answer  to  that  part  of  the  sub- 
ject of  intangible  property.  Any  taxation  of  the  shares  of  stock  in 
corporations,  w^hich  are  also  taxable  on  all  of  their  physical  prop- 
erty, is  obviously  double  taxation ;  and  it  does  not  make  any  differ- 
ence, so  far  as  the  essentials  of  the  case  goes,  whether  the  property 
is  within  the  taxing  state  or  somewhere  else.  So  much  for  shares 
of  stock. 

Now,  choses-in-action  are  taxable  with  us  like  any  other  property, 
in  the  local  taxing  jurisdiction,  unless  the  holder  voluntarily  reports 
those  to  the  state  treasurer  and  pays  upon  them  a  tax  of  four  mills. 
By  paying  that  tax  those  particular  securities  become  ipso  facto 
exempt  from  the  local  property  tax.  The  law,  you  see,  is  in  a  cer- 
tain sense  peculiar.  There  is  no  assumption  of  any  real  obligation 
to  administer  it  on  the  part  of  the  officials  of  the  state.  It  is  a  vol- 
untary thing  with  the  ow^ner.  He  has  his  choice  of  a  certain  tax, 
of  four  mills,  if  he  declares  his  property,  and  the  chance  of  the 
ruinous  local  rate,  or  no  tax  at  all  if  he  does  not  declare  it.  I  don't 
think  it  takes  any  super-power  of  deduction  to  arrive  at  the  con- 
clusion that  the  majority  of  the  citizens  take  the  latter  chance.  We 
have  also,  as  Senator  Edmonds  said,  the  penalty  provision,  a  more 
severe  one,  even,  than  Pennsylvania  has  adopted,  I  believe.  Any 
property  found  in  the  estate  of  any  decedent  which  has  not  been 
taxable  for  the  last  five  years  is  charged  a  penalty  tax  of  two  per 
cent  a  year  for  five  years  back ;  in  other  words,  ten  per  cent  of  the 
entire  amount  is  forfeited  as  penalty. 
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When  we  first  adopted  tliat  provision  we  had  the  result  which 
Senator  luhnonds  has  noted  for  Pennsylvania,  but,  sad  to  say,  a 
new  broom  sweeps  clean,  and  our  broom  is  not  now  quite  so  new  as 
the  Pennsylvania  broom.  It  has  been  found  that  it  is  a  matter  of 
calculating  chances  of  continuation  of  life,  and  that  has  determined 
a  good  many  people  to  take  the  chance  not  to  begin  to  declare  the 
property  until  death  is  estimated  to  come  within  a  period  of  about 
five  years. 

Now,  returning  to  the  primary  law  itself,  there  would,  of  course, 
be  no  reason  why  any  citizen  should  not  declare  his  property  and 
pay  the  state  a  four-mill  rate,  unless  he  expected  to  evade  the  local 
rate,  or  unless  the  local  rate  were  less  than  four  mills.  It  would 
not  appear  that  we  would  fiind  in  any  town  of  the  United  States  a 
rate  of  general  property  tax  of  less  than  four  mills,  but  lest  you 
accuse  me  of  concealing  any  essential  facts  here,  let  me  tell  you  one 
story,  which  will  conclude  this  rather  discouraging  evidence  upon 
our  Connecticut  system. 

A  certain  wealthy  man,  living  in  a  certain  small  town  which  had 
a  tax  rate  of  fifteen  or  twenty  mills,  was  reporting  a  very  large 
amount  of  choses-in-action  to  the  state  treasurer  and  paying  the 
four-mill  tax.  A  certain  intelligent  assessor  knew  the  fact  and  cal- 
culated that  four  mills  upon  his  property  woufd  go  a  long  way 
toward  paying  the  expense  of  running  that  particular  town.  It  was 
suggested  to  him  instead  of  reporting  his  property  to  the  state 
treasurer  that  he  allow  it  to  be  assessed  by  the  local  assessor,  and 
the  addition  to  the  local  tax  roll  would  be  so  high  that  a  rate  of 
four  mills  would  produce  more  revenue  than  heretofore  had  been 
produced  by  sixteen  or  twenty  mills.  This  was  done  by  means  of 
a  gentlemen's  agreement,  and  it  was  arranged  that  the  tax  rate  in 
that  town  should  not  be  higher  thereafter  than  four  mills.  The 
result  was  that  nobody  paid  more  than  four  mills  in  that  town,  and 
that  this  particular  man  paid  just  the  same  tax  he  had  been  paying, 
and  that  the  town  had  more  revenue  to  enjoy  than  ever  before. 

Without  going  into  the  evidence  which  I  wish  I  could  present  to 
you,  because  I  have  given  some  study  to  this  matter,  I  may  say  it  is 
my  personal  opinion  that  there  is  not  very  much  to  be  said  for  our 
Connecticut  method  of  reaching  intangible  property.  I  am  inclined 
to  think  that  if  we  get  four,  five  or  six  per  cent  of  the  amount  of 
such  property  that  is  locally  taxable,  we  are  doing  mighty  well. 

I  do  not  believe  we  have  solved  the  problem  yet.  I  think  w'e  will 
have  to  give  it  more  thought  before  we  will  have  arrived  at  a 
solution. 

Mr.  Baer  (Seattle,  Washington)  :   (Asks  for  recognition.) 

Chairm.\.\  Lelaxd:  I  think  you  have  asked  a  question. 
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Mr.  Baer  :  I  asked  a  question,  but  I  would  like  to  submit  some- 
thing on  that  point,  if  I  may.  I  am  a  member  of  the  Association 
now — joined  today. 

We  are  in  the  midst  here  of  a  campaign  to  revise  our  constitu- 
tion, which  I  think  perhaps  is  one  of  the  most  antequated  of  all  the 
constitutions  in  the  whole  United  States.  It  is  hoary  with  age,  and 
that  is  all.  It  provides  strictly  a  property  tax  and  provides  that  all 
property  shall  be  assessed  equally,  which  is  all  it  does,  and  then 
goes  on  and  provides  a  few  limitations  and  a  few  exemptions.  We 
have  generally  recognized  throughout  the  city  the  fact  that  our  tax 
rate  on  real  estate  is  too  high.  I  think  if  you  ask  anyone  he  will 
tell  you  we  are  paying  too  much  taxes  on  our  real  estate. 

I  don't  think  I  am  betraying  any  confidence  here,  because  you  are 
experts  and  you  probably  found  it  out  by  this  time,  our  tax  rate  in 
Seattle  has  run  between  70  and  75  mills  on  the  assessed  valuation. 
Our  opponents  in  this  campaign  will  say,  "  Yes,  the  tax  rate  is 
high,  but  you  haven't  the  remedy,  you  ought  to  have  some  other 
remedy."  We  had  up  the  proposition  of  a  state  income  tax.  At 
that  time  the  gentlemen  who  say  we  now  have  the  wrong  remedy 
said  that  w^as  the  wrong  remedy  that  we  were  proposing  then.  No 
matter  what  we  propose,  it  is  the  wrong  remedy. 

We  want  the  constitution  amended,  and  we  are  going  about  it  in 
this  way,  to  provide  that  all  property  of  the  same  class  shall  be 
assessed  equally,  in  the  very  simplest  form,  in  the  fewest  words  in 
which  we  can  express  it ;  and  certainly  it  is  a  step  towards  relief 
from  the  hidebound  limitations  from  which  we  are  now  suffering. 

I  don't  know^  myself,  whether  the  income  tax  or  the  tax  on  in- 
tangibles or  the  gross-income  tax  from  corporations,  or  fifteen  or 
twenty  other  different  sources  of  revenue  might  not  be  better  one 
than  another.  Perhaps  they  all  have  merit.  Why  not  get  ourselves 
so  free  that  we  can  adopt  and  use  such  methods  as  are  best  to  use  at 
the  time  and  as  we  go  on  ?     That  is  our  point. 

Chairman  Leland:  Is  there  any  further  discussion? 

Fraxklin  S.  Edmonds  (Pennsylvania)  :  I  move  that  this  discus- 
sion now  cease,  and  that  we  ask  I^Ir.  Newton  to  present  his  paper. 
I  am  told  that  several  members  of  the  Association  have  made  ar- 
rangements in  their  transportation  to  leave  tomorrow  night,  and  it 
seems  to  me  it  would  meet  with  their  convenience  if  we  could  have 
the  program  go  on  as  the  executive  committee  decided. 

(No  response) 

Chairman  Leland  :  We  will  take  great  pleasure  in  hearing  from 
Mr.  Newton. 

R.  Wayne  Newton  (Michigan)  : 
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The  general  property  tax  centers  around  tlie  local  assessment  roll. 
Waiving  the  question  of  theoretical  justice,  if  all  property  that  is 
legally  taxable  were  listed  on  the  assessment  rolls  and  valued  at  full 
value  or  a  uniform  percentage  of  full  value,  the  general  property 
tax  would  be  an  administrative  success. 

Everyone  knows  that  we  have  failed  utterly  to  achieve  any  such 
result.  The  natural  reaction  of  the  public  has  been  to  blame  this 
failure  upon  tax  officials,  high  and  low.  An  Indiana  special  com- 
mission on  taxation  crystallized  this  belief  in  the  following  words: 

"  The  simple  truth  is  that  the  general  property  tax,  as  pre- 
scribed by  statute,  has  never  been  tried  anywhere  in  the  United 
States.  .  .  .  There  has  been  an  almost  universal  idea  in  the 
United  States  that  no  official  was  under  obligations  to  enforce 
a  tax  law  as  written.  Until  that  idea  is  abandoned  it  is  a  waste 
of  time  for  legislators  to  consider  what  the  law  shall  provide." 

The  same  position  has,  on  occasion,  been  taken  by  tax  officials 
themselves.  The  published  annual  reports  of  state  tax  commissions 
frequently  refers  to  the  shortcomings  of  local  assessors.  Many  of 
the  latter  place  the  blame  for  their  unsatisfactory  work  upon  the 
interference  of  the  commissions.  There  doubtless  is  a  limited  basis 
of  fact  behind  both  contentions.  But  it  is  unlikely  that  the  prin- 
cipal cause  of  present  assessment  ills  can  be  assigned  to  the  delib- 
erate design  of  tax  officials,  either  state  or  local. 

It  is  a  matter  of  record  that  our  state  tax  commissions  have  spon- 
sored every  progressive  step  in  tax  administration  that  has  been 
taken  in  recent  years.  Nor  is  it  at  all  likely  that  our  local  assessors 
are  wholly  responsible  for  the  unsatisfactory  condition  of  many 
local  assessment  rolls.  The  bare  fact  that  thousands  of  otherwise 
upright  citizens  seem  suddenly  to  develop  an  utter  disregard  for  law 
and  for  the  sanctity  of  their  oaths  when  they  are  inducted  into  this 
office,  is  strong  evidence  of  the  fallacy  of  this  conclusion. 

In  most  states,  property-tax  assessments  are  made  by  locally 
elected  assessors.  These  men  hold  office  for  a  term  that  varies  by 
states  from  one  to  seven  years,  the  usual  term  being  two  or  four 
years.  Generally  speaking,  the  local  assessor  in  the  eastern  and 
north  central  states  is  elected  by  his  town  or  township.  Most  south- 
ern and  western  states  have  adopted  the  county  unit  of  assessment. 

Aside  from  the  districts  containing  large  cities,  the  town  or  town- 
ship assessor  is  usually  a  part-time  official.  Frequently  he  is  paid 
at  so  inuch  per  day.     Where  this  is  the  rule,  candidates  for  the  office 
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sometimes  promise  to  perform  their  duties  within  a  Hmited  number 
of  days,  thus  shortening  the  time  for  which  they  are  paid.  In  states 
following  the  county  system  the  office  of  assessor  is  more  likely  to 
be  nominally  a  full-time  position.  However,  the  salary  is  frequently 
insufficient  to  permit  the  assessor  to  devote  his  full  time  to  his  duties. 
The  general  experience  in  every  state  has  been  that  local  asses- 
sors have  been  unable  to  prepare  assessment  rolls  with  sufficient 
accuracy  to  guarantee  any  worthwhile  degree  of  equity  to  taxpayers. 
Much  property  evades  listing  completely.  Assessors  make  almost 
no  effort  to  discover  intangible  property.  Some  go  so  far  as  to 
advise  owners  of  intangibles  not  to  disclose  their  ownership.  Such 
advice  is  but  rarely  needed,  however.  Tangible  property  such  as 
household  goods,  personal  effects,  automobiles,  livestock,  merchan- 
dise and  machinery  is  also  constantly  being  omitted  from  the  rolls. 
In  Michigan,  little  if  any  improvement  has  been  made  in  this  re- 
spect since  1914  when  a  New  York  legislative  committee  reported 
the  following  incident : 

"  It  seems  that  a  college  professor  went  from  New  York  to 
Michigan,  to  a  small  college  town.  He  took  his  household 
goods  and  family  along,  and  when  he  was  handed  one  of  the 
listing  blanks,  took  it  seriously  and  conscientiously  filled  it  out. 
As  it  turned  out,  not  only  was  his  the  highest  assessment  of 
anybody  in  the  town,  but  he  was  actually  assessed  for  more 
personal  property  than  everybody  else  together  in  the  town. 
The  town  council,  horrified  at  this  treatment  of  a  stranger 
within  their  gate,  actually  appropriated  enough  money  to  re- 
imburse him,  so  that  his  levy  would  not  exceed  the  general 
average." 

Even  real  estate  escapes  the  local  assessment  roll.  Complaint  to 
this  effect  was  registered  by  the  Kentucky  Efficiency  Commission 
in  1924,  and  by  the  Tax  Investigating  Committee  of  Washington  in 
1921.  It  was  reported  from  South  Carolina  in  1926  that  "probably 
a  half-million  acres  are  escaping  taxation."  In  one  Michigan  town- 
ship, twenty  tracts  of  land  of  ten  acres  or  more  were  omitted  from 
the  tax  roll  in  1926. 

Improper  valuations  of  the  property  that  is  actually  listed  are 
equally  prevalent.  Valuations  frequently  are  based  upon  factors 
unknown  to,  or  repugnant  to  the  law.  Arbitrary  discriminations 
against  unpopular  elements  of  the  population,  against  absentee  own- 
ers, and  against  political  or  personal  enemies  are  common.  On  the 
other  hand,  welcome  newcomers  frequently  receive  special  reduc- 
tions in  valuation.  There  is  also  a  tendency  to  favor  those  persons 
or  interests  who  are  believed  ready  to  remove  considerable  property 
from  the  district.  Generally  speaking,  high-valued  property  is  as- 
sessed at  a  lower  percentage  of  full  value  than  low-valued  property. 
In  other  cases  there  is  clear  evidence  of  an  almost  total  neglect  to 
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make  any  genuine  appraisal  at  all.  Instead  the  old  assessment  rolls 
are  copied  onto  new  sheets  with  few  or  no  changes.  In  Michigan, 
assessors  are  required  to  reassess  real  estate  annually.  Vet  there 
are  townships  where  as  much  as  one-half  of  the  entire  number  of 
descriptions  have  been  assessed  at  the  same  figure  for  from  nine  to 
fourteen  years.  Many  cases  were  discovered  where  the  only  changes 
in  valuation  made  since  1900  were  those  made  by  agents  of  the  State 
Tax  Commission.  From  Massachusetts  comes  the  report  of  a  farm 
assessed  at  the  same  figure  annually  for  almost  one  hundred  years. 

The  aforementioned  difficulties  result  in  unequal  assessments  as 
between  man  and  man.  There  are  also  noticeable  inequalities  as 
between  assessment  districts.  Diversity  in  the  interpretation  of  the 
tax  laws  and  in  individual  judgments  as  to  actual  value  levels  would 
cause  variations  in  the  rate  of  true  value  that  is  assessed,  even  if 
there  were  no  other  complicating  factors.  As  a  matter  of  fact, 
however,  there  are  additional  considerations  which  play  an  impor- 
tant part  in  determining  whether  assessment  levels  shall  be  high  or 
low.  One  of  the  most  potent,  is  the  desire  of  assessors  to  reduce 
the  share  of  general  taxes  that  will  fall  upon  their  localities.  Where 
there  is  a  distribution  of  state-aid  funds  on  a  basis  which  gives  a 
larger  share  to  districts  with  small  valuations,  the  tendency  toward 
low-assessment  levels  is  further  increased.  Other  districts  favor 
low  assessments  in  the  belief  that  a  high  tax  rate  will  induce  econ- 
omy in  local  government.  This  is  especially  true  where  tax-rate- 
limitation  laws  are  in  effect. 

On  the  other  hand,  tax-rate-limitation  laws  sometimes  lead  the 
localities  to  assess  at  high  figures  in  order  to  obtain  necessary  rev- 
enues inside  the  limit.  A  desire  to  fioat  a  bond  issue  may  also  have 
the  same  result,  either  because  of  a  rate  lirnitation  or  in  order  to 
convince  investors  that  they  have  ample  security.  Still  other  dis- 
tricts hold  valuations  high,  so  that  they  may  advertise  a  low  tax 
rate  and  attract  new  business  capital. 

This  welter  of  conflicting  judgments,  motives,  and  desires  has 
existed  in  some  measure  almost  from  the  beginning.  And  it  has 
always  been  true  that  the  resulting  inequalities  between  individuals 
are  more  serious  than  those  between  districts,  although  the  latter 
are  more  frequently  called  to  the  attention  of  the  public.  Early 
legislators  sought  to  remedy  the  difficulties  by  creating  local  boards 
of  review  with  power  to  correct  original  assessments,  either  on  their 
own  motion  or  on  appeal  by  interested  taxpayers.  These  boards 
have  continued  down  to  the  present  day  in  most  states. 

The  typical  local  board  of  review  is  composed  of  local  officers 
serving  in  ex-officio  capacity.  .A  number  of  them  also  include 
members  appointed  by  local  courts.  These  boards  are  no  more  free 
from  local  influence  than  are  the  original  assessors.  Besides,  their 
members  are   frequently  less   familiar   with   local   values  than  the 
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officers  wlio  make  the  original  assessments.  In  any  event,  it  is  ma- 
likely  that  a  board  which  meets  for  only  a  few  days  will  be  able  to 
bring  about  a  general  revision  of  the  assessment  rolls. 

In  Michigan,  the  township  assessor  is  a  member  of  the  township 
board  of  review.  Investigation  shows  that  most  of  these  boards 
make  almost  no  changes  in  the  rolls  as  submitted.  It  is  true  that  in 
some  districts  the  boards  of  review  make  more  changes  than  the 
assessors.  This,  however,  is  frequently  explained  by  the  fact  that 
the  assessor  has  diplomatically  submitted  an  exact  copy  of  the  for- 
mer year's  roll  along  with  certain  recommendations  for  change. 
By  making  the  entire  board  of  review  responsible  for  these  changes, 
he  clears  himself  in  the  eyes  of  the  taxpayers  who  are  affected. 

Although  inequities  abound  in  assessment  rolls,  very  few  tax- 
payers exercise  their  legal  right  to  appear  before  these  local  boards 
and  demand  a  hearing.  The  lack  of  complaint  is  due  largely  to 
ignorance  on  the  part  of  taxpayers  as  to  the  proper  method  of  seek- 
ing a  review.  However,  there  are  boards  which  regularly  folloM^ 
the  policy  of  discouraging  such  appearances  by  imposing  still  higher 
assessments  on  those  who  dare  to  appear  before  them.  In  other 
cases,  the  members  have  taken  it  upon  themselves  to  adjourn  before 
the  legal  time  has  elapsed,  so  that  persons  entitled  to  a  hearing  are 
denied  an  opportunity  to  appear.  The  Michigan  Tax  Commission 
has  found  it  necessary  to  strongly  urge  upon  the  township  boards  of 
the  state  that  they  cease  the  practice  of  adjourning  prematurely. 

Early  action  also  was  taken  to  remedy  the  difficulties  which  arise 
through  the  fact  that  there  is  a  wide  variation  in  the  percentage  of 
full  value  assessed  as  between  individual  assessment  districts.  These 
variations  affect  the  percentage  of  general  taxes  borne  by  localities 
and  as  a  result  it  was  deemed  necessary  to  equalize  local  rolls  so 
that  general  taxes  would  be  distributed  on  an  approximately  uni- 
form basis.  County  boards  of  equalization  were  created  in  most 
states  where  assessments  were  made  by  township  officers.  In  addi- 
tion, almost  all  states  have  provided  for  state  boards  of  equalization. 

It  was  presumably  the  duty  of  the  county  boards  of  equalization 
to  inquire  into  the  general  level  of  assessments  in  the  different 
townships  and  cities  and  to  raise  or  lower  valuation  totals  to  insure 
that  each  township  and  city  would  bear  its  proper  share  of  the  state 
and  county  tax.  The  field  of  usefulness  for  these  boards  has  been 
extremely  limited,  due  to  the  fact  that  the  major  inequalities  have 
always  been  between  taxpayers  of  the  same  locality.  All  that  can 
possibly  be  accomplished  by  county  boards  of  equalization  is  to  in- 
crease the  total  burden  on  the  overtaxed  and  undertaxed  alike  in 
one  township  or  city,  and  to  decrease  the  total  burden  on  the  over- 
taxed and  undertaxed  alike  in  another  township  or  city.  Such  a 
process  is  not  calculated  to  produce  an  equitable  distribution  of 
taxes  as  long  as  assessments  remain  unequal  as  between  the  indi- 
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viduals  of  the  same  district.     It  merely  shifts  tlic  inefjuality  in  part 
from  one  taxpayer  to  another. 

In  actual  practice  these  equalizations  have  been  even  worse,  how- 
ever. In  Michigan  and  in  many  other  states,  there  has  been  no 
disposition  on  the  part  of  county  boards  of  equalization  to  change 
the  original  assessments  on  personal  property.  The  only  equaliza- 
tion which  has  been  attempted  has  been  the  equalization  of  real 
estate. 

In  1926  the  original  total  assessed  valuation  of  personal  property 
was  adopted  by  county  boards  of  equalization  for  equalization  pur- 
poses for  all  but  63  townships  and  cities  of  Michigan.  These  63 
townships  and  cities  were  confined  to  eight  of  the  83  counties  of  the 
state. 

The  degree  of  accuracy  w  ith  which  equalizations  are  made  must 
depend  upon  the  availability  and  actual  use  of  information  tending 
to  show  the  true  value  of  the  taxable  real  and  personal  property  in 
each  taxing  district.  The  fact  that  original  personal  property  assess- 
ments are  generally  accepted  for  equalization  purposes,  while  real 
estate  totals  are  frequently  changed  in  the  course  of  equalization,  is 
open  to  one  or  the  other  of  two  explanations.  Either  supervisors 
are  far  more  accurate  in  assessing  personal  property  than  in  assess- 
ing real  estate,  and  therefore  no  equalization  of  personalty  is  needed, 
or  else  the  county  boards  have  so  little  information  as  to  the  amount 
and  value  of  personalty  that  they  are  unable  to  make  an  equal- 
ization. 

In  view  of  the  well-known  difiiculty  which  assessing  officers  in 
all  states  experience  when  they  attempt  to  locate  and  value  personal 
property,  there  need  be  no  hesitancy  in  rejecting  the  first  of  these 
alternatives.  Apparently,  then,  the  latter  of  these  two  explanations 
is  the  correct  one. 

If  this  conclusion  is  correct,  an  injustice  has  been  done  to  the 
owners  of  real  estate.  It  is  patently  impossible  to  equalize  one  class 
of  property  without  affecting  the  tax  burden  of  all  other  classes. 
Whenever  attempted,  the  result  is  certain  to  be  the  over-taxation 
of  some  classes  of  property  and  the  under-taxation  of  the  rest. 

Similar  difficulties  surround  the  work  of  state  boards  of  equaliza- 
tion. In  Michigan,  the  state  board  of  equalization  on  numerous 
occasions  has  equalized  counties  by  increasing  their  total  equalized 
value,  because  of  a  belief  on  the  part  of  the  board  that  some  one 
particular  class  of  property  or  some  certain  district  had  been  under- 
assessed. Under  the  Michigan  law,  the  inevitable  effect  of  such  an 
increase  has  been  to  augment  the  amount  of  state  tax  to  be  levied 
on  all  property  in  the  county  so  that  those  classes  of  property  or 
those  districts  which  were  originally  under-assessed  are  able  to 
force  all  other  property  or  districts  to  share  in  the  increased  tax 
which  should  have  fallen  upon  them  if  the  original  assessment  had 
been  correct. 
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In  about  half  of  the  states,  state  boards  of  equalization  have 
power  to  go  behind  county  totals  and  to  equalize  between  classes  or 
between  local  districts  or  both.  Where  this  power  exists,  the  effect 
of  a  state  equalization  is  not  likely  to  be  as  bad  as  in  those  states 
where  only  county  totals  may  be  changed.  But  as  long  as  there  are 
classes  of  property  which  cannot  be  equalized  because  of  lack  of 
adequate  information,  there  is  danger  of  injustice  to  the  classes  of 
property  that  are  equalized.  And  there  is  also  the  further  fact  that 
equalizations  which  deal  either  with  classes  of  property  or  wnth 
districts  as  a  unit,  cannot  correct  inequalities  which  exist  among 
individual  taxpayers.  On  the  contrary,  they  frequently  magnify 
these  inequalities. 

It  was  largely  because  of  the  general  failure  of  local  boards  of 
review  and  of  equalization  boards  to  bring  substantial  justice,  that 
the  movement  in  favor  of  the  creation  of  state  tax  commissions 
gained  such  wide  support.  These  commissions  were  expected  to 
improve  the  assessment  situation :  first,  by  gathering  and  making 
available  a  larger  body  of  facts  as  to  true  values  and  methods  of 
determining  them ;  second,  by  supervising  and  becoming  responsible 
for  the  work  of  local  assessors;  and  third,  by  providing  a  higher 
court  of  appeal  for  individual  taxpayers  dissatisfied  with  the  judg- 
ment of  local  boards  of  review.  In  most  states  these  commissions 
were  also  expected  to  review  county  equalizations,  if  there  were 
any,  and  also  to  take  over,  in  whole  or  in  part,  the  work  of  making 
state  equalizations. 

As  fact-finding  bodies,  many  state  tax  commissions  have  been 
highly  successful.  Through  their  efforts  much  new  information  has 
been  made  available  to  local  assessors.  In  many  states  detailed  in- 
structions have  been  provided  as  to  the  proper  methods  of  making 
assessments  which,  if  followed,  would  go  far  toward  producing 
uniform  valuations  throughout  the  entire  state.  The  limited  funds 
available  to  many  commissions  has  caused  them  to  fall  short  of  what 
might  otherwise  have  been  accomplished  along  this  line.  But  with 
very  few  exceptions,  it  can  be  said  that  what  has  been  done  ha^ 
been  well  done. 

Unfortunately,  however,  the  commissions  have  been  far  from  suc- 
cessful in  their  efforts  to  supervise  the  work  of  local  assessors. 
The  assessors  are  elected  locally  and  their  continuance  in  office 
depends  upon  pleasing  their  constituents  rather  than  the  commis- 
sions. Because  of  this  situation  the  commissions  find  themselves 
without  any  real  power  to  back  up  their  orders.  The  further  fact 
that  the  assessors  are  selected  on  a  plan  which  fails  to  insure  that 
those  chosen  for  office  will  be  properly  qualified  to  perform  its 
duties,  has  had  an  important  effect. 

Attempts  have  been  made  in  several  states  to  remedy  the  first  of 
these  difficulties  by  providing  machinery   for  the   removal  of  un- 
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satisfactory  assessors  at  the  option  of  the  state  tax  commission.  In 
five  states  assessors  may  be  removed  on  the  complaint  of  state  com- 
mission after  hearing  before  local  courts.  In  four  states  the  hear- 
ings are  held  by  the  Governor.  Kentucky.  Maryland  and  Indiana 
permit  the  tax  commissions  to  remove  assessors  on  their  own  motion, 
but  in  Indiana  the  assessor  has  the  right  of  appeal  to  the  local  cir- 
cuit court  for  a  review  of  the  facts  in  the  case. 

These  provisions  have  proved  only  moderately  successful  in  bring- 
ing about  close  adherence  to  the  orders  of  the  commission.  The 
possible  consequences  of  a  free  and  unrestrained  use  of  the  removal 
power  has  seemed  so  serious  that  commissioners  have  generally  re- 
frained from  taking  this  step  except  in  the  most  extreme  emergen- 
cies. The  removal  of  all  local  assessors  who  fail  to  conform  for 
one  reason  or  another  with  the  directions  of  the  commission  and 
whose  assessment  rolls  are  unsatisfactory,  would  in  some  states 
amount  virtually  to  turning  the  whole  force  out  of  office.  Such 
action  on  the  part  of  an  appointive  state  board  is  obviously  entirely 
out  of  the  question.  This  being  true,  the  removal  of  a  few  assessors 
for  practices  indulged  in  by  many  others,  lays  the  commission  open 
to  the  charges  of  persecution  and  of  playing  politics.  Xor  can  the 
commissions  afford  to  forget  that  assessors  through  their  state 
organizations  sometimes  exercise  no  little  political  power.  The  ex- 
istence of  the  power  of  removal  has  been  beneficial  since  it  has 
placed  a  curb  upon  some  unscrupulous  assessors,  but  it  has  not  ap- 
preciai)ly  affected  the  general  run  of  assessments,  and  has  not  solved 
the  problem  of  administering  the  general  property  tax. 

Some  effort  has  been  made  to  restrict  the  eligibility  to  the  office 
of  assessor  to  those  persons  who  have  been  certified  as  able  to  per- 
form the  duties  after  passing  an  examination  given  by  the  tax  com- 
mission. This  proposal  has  not  as  yet  had  sufficient  test  to  definitely 
prove  its  worth,  but  it  is  possible  to  forecast  in  some  measure  what 
the  results  will  be  by  considering  the  condition  of  the  many  capable 
and  well-intentioned  assessors  now  in  office.  These  men  find  them- 
selves under  compulsion  to  consider  the  political  consequences  of 
their  work  almost  as  much  as  do  those  assessors  with  less  ability. 
It  is,  therefore,  unlikely  that  efforts  to  circumscribe  the  fields  from 
which  assessors  may  be  chosen  will  be  suflicient  to  materially  raise 
the  standard  of  assessments. 

The  power  of  review  invested  in  state  tax  commissions  has  like- 
wise failed  to  solve  the  assessment  problem.  The  right  of  individ- 
uals to  appeal  to  the  state  commissions  was  not  expected  to  do  more 
than  to  correct  the  most  extreme  difticulties.  The  expense  of  such' 
hearings  puts  them  permanently  out  of  the  reach  of  the  small  tax- 
payer. Even  where  tax  commissioners  have  had  power  on  their 
own  motion  to  make  sweeping  reviews  or  reassessments,  their  action 
has  been  of  onlv  limited  benefit. 
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Perhaps  no  state  has  had  more  experience  with  reassessments 
conducted  by  the  state  tax  commission  than  Michigan.  Within  the 
fifteen  years  previous  to  1926,  virtually  the  whole  state  was  re- 
assessed by  the  state  tax  commissioners  and  their  field  men.  Al- 
though these  reassessments  are  now  conceded  to  have  done  much 
toward  improving  the  principal  source  of  difficulties,  namely,  in- 
equalities between  individual  local  taxpayers,  the  tax  commission  of 
Michigan  has  felt  compelled  to  limit  its  activities  along  this  line. 
This  decision  was  brought  about  principally  by  the  complaint  against 
the  high  cost  of  duplicating  the  work  of  local  assessors. 

Subsequent  investigation  has  shown  that  the  benefits  of  this  costly 
procedure  were  sometimes  short-lived.  It  was  found  that  assessors 
were  prone  to  leave  valuations  where  the  commission  placed  them 
for  long  stretches  of  time  regardless  of  whether  changes  should 
have  been  made  or  not.  When  objection  was  made  by  taxpayers, 
the  assessors  blamed  this  situation  on  the  tax  commission.  The  long 
period  of  years  required  for  the  commission  to  cover  the  state  once, 
brought  about  a  situation  where  general  reassessments  were  made 
at  approximately  fifteen-year  intervals,  instead  of  annually  as  re- 
quired by  the  state  law. 

One  other  proposal  has  been  advanced  as  tending  to  solve  the 
assessment  problem.  One  of  the  principal  endeavors  of  the  local 
assessor  often  has  been  to  hold  the  valuation  of  his  district  as  low  as 
possible  for  the  purpose  of  reducing  the  amount  of  general  taxes 
which  his  constituents  must  pay.  It  has  been  suggested  in  some 
quarters  that  if  the  state  property  tax  were  abandoned,  there  no 
longer  would  be  any  necessity  or  excuse  for  this  competitive  low 
valuation  and  assessment  procedure  might  be  improved  with  less 
difficulty. 

This  idea  has  had  an  exhaustive  trial  in  the  State  of  Pennsylvania 
and  the  result,  as  announced  in  the  1925  report  of  the  Special  Tax 
Commission  of  that  state,  has  been  extremely  disappointing.  To 
quote  the  words  of  the  commission : 

'■  Because  it  has  no  state  tax  on  realty,  the  state  government 
has  had  little  interest  in  methods  of  assessing  and  collecting  the 
realty  tax  for  the  benefit  of  the  local  governments.  As  a  result 
there  has  grown  up  a  wide  variety  of  methods  of  assessment 
and  collection  of  local  taxes." 

It  is  not  my  intention  to  argue  against  the  separation  of  sources 
of  revenue  from  state  and  local  governments.  I  wish  merely  to 
emphasize  the  fact  that  such  a  separation  does  not  solve  the  prin- 
cipal difficulties  now  encountered  in  administering  the  general  prop- 
erty tax.  These  difficulties  are  not  concerned  primarily  with  the 
equalization  of  districts,  but  with  the  entire  group  of  evil  conse- 
quences which  follow  from  incorrect  original  assessments.    The  aim, 
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therefore,  of  those  who  hope  to  improve  our  tax  administration  must 
be  to  devise  means  of  bringing  about  better  original  assessments 
rather  than  to  attempt  to  correct  poor  original  assessments. 

The  proper  step  for  accomplishing  these  objects  has  been  stated 
before  this  association  on  many  occasions.  It  is  the  establishment 
of  a  single  rule  of  valuation  to  replace  the  individual  judgments  of 
a  multitude  of  independent  assessors,  many  of  whom,  from  choice 
or  necessity  permit  bias  to  enter  into  the  final  results. 

The  greater  i)art  of  the  assessor's  task  consists  of  estimating  the 
probable  selling  value  of  property  which  has  not  been  sold.  Since 
the  number  of  parcels  of  real  estate  which  change  hands  for  a  con- 
sideration equivalent  to  cash  is  relatively  small  in  each  year,  there 
is  no  simple  rule-of-thumb  by  which  all  may  know  the  exact  selling 
value  of  most  of  the  property  which  is  actually  taxed.  This  lack  of 
a  definite  standard  for  valuation  has  led  to  two  important  results. 
It  has  enabled  incapable  and  unscrupulous  assessors  to  remain  in 
office  because  the  public  has  been  unable  to  form  a  correct  estimate 
as  to  the  true  quality  of  service  they  have  rendered.  And  it  has 
created  a  situation  wherein  each  local  assessor  tends  to  be  a  law 
unto  himself,  so  that  there  may  be  as  many  rules  of  value  as  there 
are  assessors. 

The  courts  have  acknowledged  that  this  is  the  case.  They  have 
in  some  instances  interpreted  constitutional  and  legal  definitions  of 
taxable  value  so  broadly  as  to  make  them  represent  merely  the  asses- 
sor's best  judgment.  A  [Michigan  court  upheld  the  assessment  of  a 
mine  at  substantially  more  than  the  mine  actually  sold  for  on  the 
grounds  that  the  true  value  was  a  matter  of  opinion  and  the  assessor 
might  be  more  nearly  correct  than  the  parties  to  the  actual  sale,  as 
long  as  he  used  his  best  judgment.  Under  such  circumstances  as 
these  we  can  appreciate  the  words  of  a  South  Carolina  investigating 
committee's  report,  which  said  : 

■'  The  law  requires  that  property  be  listed  and  returned,  as- 
sessed and  taxed  at  its  actual  or  true  value  in  money.  That  this 
provision  is  in  practice  a  dead  letter  is  not  only  known  to  and 
acted  upon  by  every  taxpayer,  but  by  every  taxing  official  and 
law  officer  of  the  State  from  the  local  assessor  up  to  the  Gen- 
eral Assembly  and  the  Supreme  Court.  The  operation  of  the 
tax  system  of  South  Carolina  is  in  point  of  fact  as  much  of  an 
outlaw  business  as  the  gentle  art  of  cracking  safes  or  of  dis- 
tilling moonshine  whiskey." 

Since  true  value  must  always  be  a  matter  of  judgment,  substan- 
tial uniformity  can  be  had  only  when  some  central  board  is  able  to 
formulate  rules  of  valuation  and  force  their  uniform  application  in 
every  district.  To  bring  this  about,  our  past  experience  shows  that 
certain  changes  must  be  made  in  assessment  organizations.  The  tax 
commissions  in  whose  hands  these  broad  powers  are  to  be  placed 
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must  be  composed  of  men  well  trained  for  the  work.  They  must 
receive  salaries  commensurate  with  the  importance  of  their  duties. 
They  must  be  as  free  as  possible  from  political  influences  and,  there- 
fore, should  be  divorced  from  the  control  of  the  administrative 
officers  of  the  state.  This  may  best  be  brought  about  by  vesting  the 
sole  power  of  appointment  in  the  hands  of  the  governor,  and  by 
providing  that  the  term  of  office  of  the  appointees  shall  be  distinctly 
longer  than  that  of  the  administration  under  which  they  were  ap- 
pointed. In  states  where  there  are  two  active  political  parties,  the 
non-political  character  of  the  commission  should  be  further  assured 
by  requiring  that  representation  be  given  the  minority  party. 

Some  states  whose  statutory  provisions  conform  substantially  to 
the  form  here  suggested,  have  nullified  the  results  that  should  have 
been  obtained  by  repealing  their  tax  commission  laws  periodically 
and  immediately  establishing  the  commission  under  another  name. 
As  a  rule  this  state  of  affairs  is  brought  about  by  the  unwillingness 
or  inability  of  tax  commissions  to  remain  out  of  politics. 

In  view  of  the  importance  that  attaches  to  this  office,  it  would 
appear  advisable  to  make  the  tax  commissions  constitutional  officers 
wherever  possible.  The  nature  of  their  duties  demands  an  inde- 
pendence of  action  which  in  some  instances  is  enjoyed  only  by  offi- 
cers specifically  provided  for  by  the  constitution. 

A  tax  commission  of  the  type  described  may  expect  eventually  to 
achieve  the  same  high  place  in  the  eyes  of  the  people  that  is  now 
held  by  our  state  supreme  courts.  This  is  quite  proper,  for  tax 
commissions  are  in  their  restrictive  field  also  a  court  of  last  resort. 
Such  a  commission  should  eventually  be  entrusted  with  the  respon- 
sibility of  selecting  local  assessors  on  the  merit  basis,  and  of  re- 
arranging assessment  districts  so  that  the  full  time  of  well-qualified 
and  well-paid  assessors  will  be  utilized.  It  should  also  have  power 
to  remove  from  office  those  assessors  who  fail  to  come  up  to  the 
high  standard  of  service  which  would  most  certainly  be  maintained. 

Until  something  approaching  this  plan  of  organization  is  adopted, 
there  will  continue  to  be  as  many  rules  of  assessment  as  there  are 
assessors.  Political  considerations  will  enter  into  the  work  of  all 
tax  officials  from  the  highest  to  the  lowest  and  the  public  will  pay 
the  price  of  the  luxury  of  selecting  inefficient  local  officers  by  means 
of  election  and  our  assessment  system  will  remain  a  national  dis- 
grace in  the  eyes  of  the  world. 

Chairman  Leland:  Is  there  any  discussion  of  Professor  New- 
ton's paper? 

Mr.  Wymans  :  Mr.  Chairman,  I  would  like  to  ask  Mr.  Newton 
if  he  knows  of  any  case  where  this  kind  of  authority  has  been  given 
to  the  Board  of  Equalization.    We  have  heard  the  Washington  plan 
22 
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and  the  Indiana  plan.  l)nt  in  neither  case  have  we  had  the  authority 
by  the  state  board  to  investigate  the  individual  assessments,  and  it 
does  seem  as  if,  in  this  long  experience  in  making  assessments,  it  is 
strange  that  the  United  States  has  not  tried  that  experiment. 
Does  Mr.  Newton  know  of  a  case  where  it  has  been  tried? 

Mr.  Newton:  Not  in  the  sense  that  you  describe;  however,  I  be- 
lieve that  the  Michigan  experiment,  which  I  might  say  under  the 
present  circumstances  has  practically  been  abandoned  due  to  the  fact 
that  it  merely  amounts  to  a  duplication  of  the  work, of  assessors  and 
has  been  expensive,  comes  nearest  to  answering  that  question. 

The  Michigan  Commission  did  undertake,  publicly  announced, 
to  carry  through  an  almost  complete  reassessment  of  the  whole  state. 
but  they  were  limited  through  funds  to  assessing  a  few  counties 
each  year,  so  that  it  would  take  them  fifteen  years  to  get  around. 
As  they  went  they  left  a  better  condition  and  have  left  a  better  feel- 
ing than  they  found;  yet  the  bare  fact  that  it  took  them  fifteen  years 
to  go  through  on  their  own  check  is  ample  assurance  to  all  of  you 
that  the  results  were  never  satisfactory  in  any  one  year,  except 
locally,  among  the  local  people ;  yet  I  believe  personally  that  that  is 
the  greatest  thing  that  can  be  done  to  correct  those  variations. 

II.  L.  LuTZ :  May  I  supplement  what  Professor  Newton  has  said? 
It  was  true  a  few  years  ago — I  will  not  say  from  memory  that  it  is 
still  true — under  the  Wisconsin  law  and  the  Minnesota  law,  which 
gave  to  the  State  Tax  Commission  certain  rather  extensive  powers 
over  the  procedure  of  local  assessments.  I  think  it  has  long  been 
true  that  if  you  are  going  to  correct  the  mischief  at  all,  the  time  to 
do  it  is  before  it  happens;  in  other  words,  supervision  of  the  process 
of  assessment  is  vastly  more  important  than  any  equalization  of 
what  the  assessor  turns  in;  that  under  the  best  of  conditions  it  is 
bound  to  be  more  or  less  perfunctory;  and  the  only  answer  is  that 
you  must  give  your  state  tax  commission  resources  and  authority 
adequate  to  insure  that  the  original  assessment  will  be  somewhat 
fairly  and  decently  made,  otherwise  the  water  is  over  the  dam  and 
there  isn't  much  you  can  do  about  it. 

The  Wisconsin  Tax  Commission  at  one  time  had  the  power  to 
order  a  reassessment,  or  to  remove  the  assessor,  or  to  substitute  an- 
other assessor  and  put  him  in  the  district  and  require  him  to  make  a 
reassessment  and  charge  the  cost  of  it  to  the  district,  and  that,  of 
course,  is  a  strong  incentive  to  the  people  of  the  district  to  insure  a 
fair  assessment  in  the  first  place. 

The  Minnesota  Tax  Commission  has  had  in  years  past  somewhat 
similar  powers;  and  I  think  it  is  perfectly  evident  that  a  tax  com- 
mission will  get  nowhere  that  has,  as' Professor  Newton  suggested, 
merely  the  authority  to  intimate  that  there  are  certain  rules  to  be 
followed,  without  the  necessary  strong-arm  methods  to  follow  that 
up  and  see  that  those  rules  are  enforced. 
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It  was  the  experience  m  Minnesota,  I  think  also  in  Wisconsin, 
that  when  the  broom  was  new  and  cleaner  than  it  is  now,  the  mere 
existence  of  that  authority  was  well-nigh  sufficient.  The  records  of 
both  those  commissions  in  the  earlier  years  of  their  existence  show 
that  they  found  comparatively  little  necessity  for  exercising  those 
strong-arm  methods.  Their  counsel,  their  advice  and  their  assist- 
ance in  the  process  of  assessment  was  ordinarily  sufficient.  I  think 
we  should  emphasize  that  point. 

Most  of  our  states  have  been  so  niggardly  in  the  provision  which 
they  have  made  for  this  all-important  matter  of  assessment  of  prop- 
erty that  the  commission  itself  has  been  handicapped.  Unless  you 
are  willing  to  give  your  commission  the  necessary  resources,  by 
means  of  which,  first  of  all,  they  can  discover  what  the  assessor  is 
doing,  and,  secondly,  lay  down  the  standard  by  which  the  assessor 
may  measure  his  work  as  he  goes  along,  you  might  as  well  forget 
all  of  it  and  make  it  the  perfunctory  process  into  which  it  has  re- 
lapsed in  some  of  the  states  that  have  created  state  tax  commissions. 

The  situation  a  decade  ago  was  really  promising  in  a  number  of 
states.  There  has  been  a  certain  amount  of  falling  from  grace  in 
this  respect  in  late  years,  and  I  think  perhaps  we  have  to  have  a 
rejuvenation  in  another  form  of  wave,  which  the  country  experi- 
enced in  the  early  stages  of  the  tax-commission  movement.  It  may 
not  be  possible  to  bring  it  about  through  a  rejuvenation  of  the  state 
tax  commissions.  Perhaps  the  taxpayers  association  is  the  new 
movement  which  will  give  us  this  incentive. 

George  Vaughan  :  Mr.  Chairman,  it  is  unfortunate  that  we 
haven't  abundant  time  to  discuss  this  very  important  subject.  I  think 
all  the  writers  on  taxation  and  all  students  will  agree  that  the  foun- 
dation-stone of  equitable  and  just  taxation  is  the  original  assess- 
ment. How  to  get  the  original  assessment  correct  is  the  thing  you 
have  been  discussing  just  now,  and  our  worthy  president  is  inclined 
to  strike  a  rather  disturbing  note  as  to  any  correction  that  can  be 
made  after  the  assessment  has  been  made,  stressing  rather  the  im- 
portance of  supervision  in  advance  of  making  the  assessment.  That 
may  be  true  from  a  theoretical  standpoint,  but  if  my  memory  serves 
me  there  are  abundant  decisions  in  the  courts  justifying  the  powers 
of  the  Tax  Commission  itself  to  correct  these  bad  assessments,  not 
only  by  wholesale  but  in  individual  cases.  I  know  our  own  Ar- 
kansas law  gives  authority  to  the  Tax  Commission  to  correct  and 
reassess  in  individual  cases  as  well  as  district  cases;  and  the  reports 
of  the  Kansas  Tax  Commission,  the  reports  of  the  Boards  of  Assess- 
ment of  New  Jersey  and  other  states  show  that  those  individual 
cases  are  up  to  the  Commission  constantly ;  and  it  seems  to  me  that 
we  ought  not  take  a  backward  step  in  the  high  function  of  the  Tax 
Commission  by  denying  it  the  power  to  make  these,  individual  cor- 
rections, if  possible. 
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Of  course,  when  we  concede  on  the  whole  that  to  make  all  cor- 
rections is  almost  impossible,  yet  if  they  had  that  power,  and  that 
power  is  sustained,  it  is  a  club  that  will  stand  over  the  work  of  the 
assessor  so  as  to  get  better  results. 

Now,  in  regard  to  the  Michigan  situation,  there  was  a  reference 
to  a  recent  decision,  with  which  I  am  cognizant,  where  the  assessed 
valuation  was  sustained,  some  iron  company  case,  ten  or  fifteen 
years  ago,  which  went  to  the  Supreme  Court  of  the  United  States, 
and  a  view  quite  to  the  contrary  was  reached. 

I  hope  that  the  result  of  this  discussion  tonight  will  not  disparage 
the  importance  of  holding  strict  accountability  from  the  local  asses- 
sor by  some  power;  and  if  the  legislature  places  that  power  in  the 
Tax  Commission,  then  we  ought  to  see  that  the  Tax  Commission 
discharges  its  full  duty,  not  merely  in  trying  to  get  correct  assess- 
ment at  the  beginning  but  also  in  appeals  made  to  them,  or  such 
other  method  as  will  guarantee  that  assessors  may  be  corrected  and 
faulty  assessments  brought  to  their  attention. 

John  H.  Leenhouts  (Wisconsin)  :  What  Professor  Lutz  has 
said  is  very  true  in  respect  to  some  of  the  things  regarding  Wis- 
consin assessment  and  supervision  therof. 

The  Tax  Commission  has  supervisory  powers,  but  the  assessors 
of  incomes,  who  are  practically  agents  of  the  Tax  Commission,  have 
direct  powers  over  the  local  assessors  in  the  matter  of  the  super- 
vision of  their  assessments.  This  was  the  best  we  could  get  in  the 
state,  because  we  had  home  rule,  and  the  assessors  are  elected  locally, 
except  in  the  City  of  Milwaukee  where  they  have  for  years  been 
appointed  from  civil-service  lists.  We  still  have  elective  assessors, 
but  they  are  directly  under  the  supervision  of  the  assessors  of  in- 
comes, and  these  assessors  have  charge  of  the  mapping  of  the  prop- 
erty in  the  respective  counties  of  the  state,  they  gather  the  informa- 
tion from  sales  and  other  sources,  and  practically  map  out  the  work 
of  the  local  assessor  who  may  be  elected  on  the  second  Tuesday  of 
April  and  proceeds  on  the  first  day  of  May  to  make  an  assessment. 
Naturally  such  assessor  knows  nothing  about  that  work,  and  in 
many  cases  probably  has  not  seen  the  assessment  roll,  but  with  the 
assistance  of  the  assessors  of  incomes  and  his  ofiice  force,  he  can  lay 
before  this  local  assessor  what  the  requirements  of  the  law  are,  what 
his  duties  are,  and  what  experience  and  what  the  inspections  and 
what  the  sales  prove  property  values  to  be  in  that  particular  district. 

Now,  the  assessor  of  incomes  is  charged  further  with  the  matter 
of  assisting  county  boards  in  the  equalization  of  property,  and  in  so 
doing  he  is  required  to  make  inspections  of  personal  property,  not 
stocks  and  bonds  of  an  intangible  nature,  but  stocks  of  merchandise, 
property,  live  stock,  and  other  things,  for  equalization  purposes. 

By  these  inspections  a  great  amount  of  information  is  gathered. 
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which  immediately  is  placed  in  the  hands  of  the  local  assessor,  which 
indicates  that  he  has  had  his  personal  property  of  one  kind  assessed 
at  a  percent  of  value  which  is  entirely  not  statutory,  and  the  assessor 
of  incomes  is  his  right-bower  to  help  him  along  in  his  difficult  task. 
The  assessor  of  incomes  is  advisory  with  respect  to  exemption  of 
property,  and  all  those  questions  which  the  local  assessor  cannot,  of 
course,  be  familiar  with,  because  he  is  elected,  and  often  he  does 
not  serve  more  than  two  or  three  or  four  years  at  a  period  of  time. 

The  work  under  the  assessor-of-incomes  plan  has  been  quite  satis- 
factory. Of  course,  it  would  be  better  if  we  could  select  our  asses- 
sors entirely  from  civil-service  lists.  We  have  done  that  in  the 
larger  cities  in  our  state,  and  it  works  admirably. 

Frank  A.  O'Connor  (New  Jersey)  :  I  have  listened  with  a  great 
deal  of  interest  to  Mr.  Newton's  paper  tonight.  I  am  the  only  repre- 
sentative, I  believe,  here  from  New  Jersey,  and  I  am  in  accord  en- 
tirely with  all  he  says  about  local  assessors.  I  happen  to  hold  the 
office  of  field  secretary  with  the  State  Board  of  Assessments  and 
Taxes  in  New  Jersey,  for  the  last  fifteen  years,  and  much  of  my 
time  has  been  devoted  to  instruction  of  assessors  and  review  of  their 
local  work. 

In  connection  with  this  matter  there  is  one  thing  I  think  may  be 
of  value.  It  is  something  I  have  tried  to  preach  in  my  own  state 
among  the  various  local  taxing  districts,  and  that  is  the  matter  of 
equipping  the  assessor  with  the  tools  of  his  trade,  as  I  may  term  it, 
has  not  been  sufficiently  thought  out. 

We  all  know  that  a  merchant,  in  taking  inventory  of  his  goods, 
does  not  go  haphazardly  at  it,  but  he  takes  down  every  particular 
thing  and  puts  a  price  on  it,  and  I  believe  it  would  be  to  the  best 
interests  of  the  taxing  districts  to  have  a  complete  survey  made,  not 
only  of  their  land,  which  we  have  done  in  many  cases. 

You  have  to  have  an  accurate  map  of  the  land,  and  yet  perhaps 
in  our  towns  which  are  thickly  populated  we  derive  more  than  two- 
thirds  of  our  actual  taxes  from  the  building  themselves ;  yet,  that  is 
allowed  to  go  unmapped,  I  might  say,  and  with  no  guide  to  the 
assessor,  and  I  have  been  urging  the  various  municipalities  to  take 
the  trouble  to  have  a  real  inventory  made  of  their  buildings  and 
have  some,  sort  of  a  standard  of  value  made  for  the  assessment,  to 
the  end  that  all  buildings  of  the  same  type  and  all  buildings  of  the 
same  kind,  of  course  allowing  for  depreciation,  obsolescence  and 
the  other  things,  be  assessed  at  the  same  figure.  That,  I  think,  would 
bring  about  a  great  deal  of  equality  among  the  various  taxing  dis- 
tricts and  perhaps  remedy  some  of  these  terrible  errors  the  asses- 
sors commit. 

Another  thing  I  think  we  ought  to  urge  upon  this  Conference — 
this  is  my  first  appearance  here — is  that  since  the  federal  stamp  tax 
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went  off  in  1926  in  March,  we  have  no  means  of  testing,  which  we 
had  prior  to  that  time,  the  sales  value  in  relation  to  the  assessment 
value. 

We  have  tried  to  have  the  legislature  of  New  Jersey,  at  the  last 
session,  pass  an  act  requiring  the  grantor  and  grantee  to  make  an 
affidavit  as  to  the  price  that  was  given  and  the  price  that  was  re- 
ceived for  the  property.  That  failed,  and  it  is  largely  due  to  the 
legal  profession  that  it  did  fail.  I  don't  know  why  that  should  he 
necessary  when  the  prices  of  all  other  things  are  quoted  in  the 
papers  every  day.  It  seems  to  me  real  estate  ought  to  be  the  foun- 
dation from  which  we  derive  our  taxes  and  in  which  we  desire  to 
have  more  equity  than  in  anything  else.  We  should  have  the  same 
thing  with  real  estate,  and  we  should  not  blame  the  poor  assessor 
here  and  there  and  in  every  other  place,  quibbling  as  wc  do  and 
keeping  from  him  necessary  knowledge  as  we  do.  and  then  blame 
him  that  assessments  are  badly  made. 

1  wish  this  organization  would  do  something  towards  restoring 
that  stamp  tax,  so  that  we  might  have  as  a  standard  of  measure  or 
yardstick  something  to  guide  the  assessors  by  in  the  future. 

Xo  one  could  have  attended  the  Conference  here  without  getting 
a  realization  of  the  fact  that  the  assessment  and  levying  of  taxes  is 
the  most  important,  and  the  most  difficult  thing  that  there  is  to  deal 
with  in  this  nation ;  and  for  us  to  go  ahead  with  no  supervising 
body,  in  most  of  the  states,  to  whom  an  appeal  can  be  made  in  the 
case  of  erroneous  asses.sment,  and  leaving  the  matter  to  inexperi- 
enced men  and  appeal  to  an  inexperienced  board  of  supervisors  in 
most  of  the  counties,  is  the  most  absurd  thing  we  can  think  of. 

When  Mr.  Vaughan  made  the  remarks  he  did  a  few  minutes  ago. 
they  reached  my  heart.  We  should  not  allow  ourselves  to  go  away 
from  this  meeting  discouraged,  to  think  that  we  cannot  do  any- 
thing. Our  worthy  President  stated  very  well  the  point  of  view  he 
has,  that  you  cannot  properly  correct  an  assessment  without  begin- 
ning at  the  bottom  of  it,  before  it  goes  through ;  that  is  very  true. 
But  we  have  in  our  system  the  system  of  appeals  from  judgment, 
and  it  has  worked.  The  judge  is  afraid  to  have  his  decision  over- 
ruled, and  no  assessor  would  like  to  have  his  assessment  opposed  by 
an  a]jj)eal  board. 

The  thing  to  do  is  to  put  into  every  state  an  expert  board  to  whom 
an  appeal  can  be  made  in  every  case,  and  for  goodness'  sake  don't 
put  on  a  two-hundred-dollar  bond  to  make  that  appeal  possible.  Let 
every  citizen  who  wants  to,  go  to  that  board  and  provide  the  board 
with  money  enough  so  that  they  can  investigate  appeals  when  they 
are  made.  That  is  the  thing  that  is  needed  in  this  nation  to 
straighten  out  this  assessment  business. 

H.  L.  LuTZ :   I  must  correct  the  impression  that  you  seem  to  have 
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obtained  from  what  I  said,  that  1  had  no  faith  in  equalization  and 
saw  no  place  for  it.  Of  course  it  is  quite  contrary,  if  you  have  read 
anything  I  have  written  on  the  subject.  I  am  sure  the  tax  commis- 
sion should  be  an  equalizing  body  and  should  have  the  power  to 
correct  individual  assessments,  whenever  an  appeal  comes,  or  when- 
ever on  their  own  motion  they  feel  it  necessary. 

I  merely  wanted  to  emphasize  the  fact  that  the  major  part  of  the 
difificulty  must  be  corrected  at  the  time  the  assessment  is  made.  To 
be  sure,  every  tax  commission  should  have  ample  power  of  equaliza- 
tion and  review  and  for  the  entertaining  of  any  sort  of  appeal  that 
may  be  brought  to  it.  I  supposed  that  was  understood  in  what  I 
was  saying. 

C.  P.  Link:  Dr.  Newton  has  a  splendid  paper  upon  a  splendid 
subject.  I  want  to  briefly  say  he  hit  the  nail  squarely  on  the  head 
at  the  end  of  his  paper.  Not  because  1  am  a  member  of  a  commis- 
sion, but  the  weakest  point  in  our  whole  American  government  is 
our  short-term  political  elective  system.  Now,  that  is  the  crux  of 
the  situation.  If  you  must  have  commissioners  and  assessors  elected 
at  all,  you  certainly  want  them  for  long  terms ;  and  the  less  election 
you  can  have  the  better  it  is.  There  is  no  question  about  that.  And, 
secondly,  the  county  system  is  much  better  than  the  township  system. 

I  want  to  say.  Professor  Lutz,  that  the  tax  commissions  are  sub- 
ject to  criticism.  I  want  to  say  that  during  the  war  time  values 
went  sky-high,  and  right  after  the  war  the  bottom  fell  out  of  every- 
thing, and  this  made  it  hard  for  assessors  and  tax  commissioners  to 
keep  within  range. 

Now,  coming  to  our  good  friend  Mr.  Wyman's  question  as  to  the 
power  of  tax  commissions,  of  course  Colorado  and  Arizona  and 
^Minnesota  and  Wisconsin,  and  many  other  commissions,  have  just 
the  power  you  say  they  ought  to  have ;  and  I  will  say  to  this  Con- 
ference that  in  Colorado  in  one  year  the  tax  commission  corrected 
the  values  in  every  county  of  the  sixty-three  in  the  state,  except 
five,  and  in  the  great  County  and  City  of  Denver  it  increased  it 
over  $101,000,000.  We  were  taken  to  the  United  States  Supreme 
Court  three  times  in  the  City  of  Denver,  and  we  were  fortunate  and 
won  the  litigation.  1  don't  want  to  be  too  personal,  but  in  order  to 
put  the  tax  commission  out  of  business  they  initiated  bill  after  bill, 
and  the  people  stayed  with  us,  and  that  has  put  us  on  rather  solid 
ground. 

,  Again,  Professor  Lutz  made  a  splendid  statement.  After  the 
assessor's  work  is  done  is  not  the  time.  The  time  to  get  busy  is 
January  first,  with  your  assessors,  as  we  have  worked  in  Colorado 
now  for  twenty  years.  While  we  are  far  from  perfect,  we  have 
practically  unanimous  sentiment  with  the  assessors  in  harmony  and 
agreement  this  year,  and  we  start  in  on  January  1.  1929  to  get  an 
honest  assessment  on  the  books. 
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Mr.  Wymans:  Isn't  that  practically  a  matter  of  administration? 
You  can  use  your  discretion  and  go  and  consult  with  the  assessor. 
Any  good  board  would  do  that. 

Mr.  Lixk:  Certainly;  but  the  point  is  just  as  well  taken  by 
President  Lutz.  that  it  is  so  much  better  to  join  in  advance  of  assess- 
ments, and  all  get  together,  it  you  possibly  can. 

George  Vaughan  :  Isn't  it  a  fact  that  your  neighboring  state  of 
Kansas  has  the  township  assessment? 

]\Ir.  Link:  Unfortunately,  yes.  Digressing  to  Kansas,  from 
whence  came  our  late  Samuel  T.  Howe,  who  was  one  of  the  best 
tax  commissioners  in  the  United  States,  who  labored  so  much  there, 
that  they  had  a  county-assessor  plan  there  and  could  they  have 
gotten  the  assessors  out  of  politics,  Kansas  would  have  been  as  near 
100  per  cent  as  Wisconsin  is;  and  I  want  to  say  to  you  that  Wis- 
consin is  our  model  state. 

C.  C.  Chapman  (Oregon)  :  I  ask  the  personal  privilege  to  make 
a  correction  in  the  record  relating  to  a  personal  reference.  I  ask 
that  correction  be  inserted  where  the  kindly  gentleman  from  Colo- 
rado gave  too  much  credit  to  myself  with  reference  to  the  origina- 
tion of  the  gasoline  tax.  My  first  knowledge  of  the  gasoline  tax 
was  from  a  bill  introduced  in  the  Oregon  legislature  by  Hon.  Louis 
E.  Beane  in  1917,  to  establish  a  gasoline  tax.  Mr.  James  S.  Stewart, 
of  Corvallis,  Oregon,  representative  in  the  legislature,  first  took  the 
matter  up  before  the  1919  legislature,  and  my  only  part  in  the  matter 
was  the  small  part  of  seizing  on  the  idea,  and,  as  chairman  of  the 
Oregon  Roads  Association,  exploited  it  before  the  public,  and  thus 
in  a  small  way  aided  in  securing  a  public  sentiment  which  resulted 
in  the  1919  legislature  laying  the  first  gasoline  tax,  which  has  now 
been  adopted  by  forty-six  states. 

C.  P.  Lixk:  I  stand  corrected.  I  was  informed  that  Mr.  Chap- 
man was  the  father  of  the  movement  and  got  the  people  to  pay 
attention  to  it. 

Mr.  Chapman  :  The  bill  was  adopted  by  the  legislature  and  was 
sustained  by  public  opinion. 

Chairman  Lelanu:  Any  further  discussion? 

William  Mueller  (Minnesota)  :  I  would  like  to  call  attention 
to  one  matter,  that  I  called  the  attention  of  his  Association  to  on  a 
former  occasion,  but  on  that  occasion  I  believe  I  asked  that  what  I 
had  to  say  be  not  made  a  part  of  the  record,  and  I  don't  believe 
it  was. 

It  seems  to  me  that  the  real  value  of  these  meetings  is  in  these 
discussions  just  as  we  have  had  for  the  last  hour,  but  unfortunately 
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by  the  time  we  get  these  discussions  started,  the  large  majority  of 
our  members  or  delegates  are  gone.  It  seems  to  me  that  we  lose  the 
real  value  of  these  meetings  by  allowing  altogether  too  much  leeway 
to  those  who  read  papers,  and  I  would  like  to  ask  again  the  officers 
of  this  Association  to  give  a  great  deal  of  thought  to  that  subject. 
I  think  that  we  should  positively  limit  the  reading  of  all  papers  to 
twenty  minutes  and  not  exceed  the  time.  I  know  very  well  that 
the  subjects  that  these  papers  are  written  on,  and  that  a  great  deal 
of  time  is  spent  over,  cannot  be  covered  in  a  paper  that  will  take 
only  twenty  minutes  to  read,  but  I  do  claim  that  every  paper  should 
be  so  abstracted  that  the  main  points  of  the  paper  could  be  given  in 
an  abstract  that  would  be  presented  in  twenty  minutes,  and  leave 
more  time  for  these  discussions.  I  think  you  will  all  agree  with  me 
that  the  real  value  of  this  meeting  tonight  has  been  in  the  discus- 
sions that  we  have  had  in  the  last  hour,  and  yet  the  first  three  speak- 
ers this  evening  consumed  an  hour  and  a  half  of  this  evening's 
time.     That  is  altogether  too  much  for  the  reading  of  papers. 

Chairman  Leland:  Any   further  discussion?     If   not,   we  will 
entertain  a  motion  for  adjournment. 

William  Bailey  (Utah)  :  I  move  we  adjourn. 

(Ayes  and  Noes) 

(Session  adjourned) 
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Thursday,  August  30,  1928.     9:30  o'clock  A.  M. 

Chairman  Lutz  :  The  Secretary  has  some  announcements  to 
make. 

Secretary  Query  :  I  wish  to  say  to  those  who  want  their  creden- 
tials returned,  if  they  will  call  at  the  desk  they  will  receive  them; 
also  to  say  that  our  registration  has  been  closed,  and  we  have  504 
registered  this  morning. 

Mark  Graves  (New  York)  :  Mr.  President,  I  want  to  introduce 
a  resolution  which,  as  I  understand,  is  merely  introduced  here  and 
referred  to  the  Resolutions  Committee. 

Chairman  Lutz:  That  is  correct.  The  resolution  is  introduced 
here  and  referred  to  the  Resolutions  Committee  without  debate.  I 
might  say  that  if  there  are  any  other  resolutions  that  are  to  be  intro- 
duced for  consideration  by  the  Committee  on  Resolutions,  they 
should  be  presented  this  morning,  because  the  committee  will  con- 
clude its  deliberations  and  be  ready  for  its  preliminary  report  at  the 
afternoon  session. 

The  program  builders  have  given  you  a  rather  hearty  assignment 
for  this  morning.  We  have  two  distinct  and  very  important  topics 
for  consideration,  and  we  shall  try  to  be  prompt  in  our  treatment 
of  these  problems,  yet  sufficiently  generous  with  our  time  allowance 
so  that  we  may  accomplish  the  desired  end  of  learning  at  least  what 
they  are  about. 

The  first  of  these  important  topics  is  "  Taxation  and  Reforesta- 
tion." and  on  this  subject  I  shall  introduce  first  Mr.  C.  L.  Starr  of 
Portland,  Oregon. 

C.  L.  Starr  (Oregon)  :  Ladies  and  Gentlemen  of  the  Conference: 
With  some  others  I  responded  to  an  invitation  from  Mr.  Holcomb 
to  prepare  a  thirty-minute  paper  on  the  subject  of  taxation  and  re- 
forestation. I  have  prepared  a  paper  of  thirty  minutes,  in  the  lan- 
guage of  Dr.  Gilbert,  and  then  come  some.  Now  I  come  here  and 
I  find  that  your  constitution,  like  that  of  the  constitution  of  Oregon, 
has  a  limitation  and  I  am  limited  to  twenty  minutes.  I  have  accom- 
plished some  deletion  in  my  paper,  and  I  shall  try  not  to  exceed  the 
time  limit  but  will  probablv  exceed  the  speed  limit. 

(346) 
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Before  I  start  reading  the  paper  I  want  to  get  out  of  my  system, 
for  fear  it  will  disturb  me  later  on  if  I  do  not,  the  feeling  of  resent- 
ment that  I  have  as  an  adopted  son  of  Oregon  at  the  treatment  that 
she  has  had  at  the  hands  of  some  of  her  own  children  during  this 
Conference.  Some  of  the  matricides  of  the  tax  have  been  abso- 
lutely without  justification.  Oregon  is  a  good  old  state.  Why, 
Oregon  presents  the  only  reason  why  Los  Angeles  does  not  absorb 
her  or  annex  her  as  a  suburb.  Seattle  likes  us,  anyway.  If  that 
were  accomplished  our  friend  Eckstein  would  be  living  in  a  $10,000 
house  instead  of  a  $5,000  house,  and  would  not  have  to  move. 

Oregon's  constitution  provides  for  classification.  We  have  had 
the  budget  system  in  Oregon  for  many  years.  We  have  not  tried 
separation  of  sources.  By  the  way,  we  regard  Chapman  very  seri- 
ously as  a  statistician.  Yesterday  he  appeared  in  the  role  of  a 
humorist,  and  last  night  it  seemed  from  his  report  that  he  is  an 
economist. 

Speaking  of  California,  then,  I  go  on,  it  is  a  funny  thing  that 
California,  in  whatever  contest  it  may  be,  even  though  a  contest  of 
denouncement  of  tax  systems,  runs  to  the  front  as  she  did  the  other 
day  and  declares  that  as  a  perfect  failure  she  is  an  outstanding 
success. 

TAXATION  AND  REFORESTATION 

C.  L.  STARR 

The  subject  of  forest  taxation  is  one  that  has  engaged  the  atten- 
tion of  the  members  of  the  National  Tax  Association  for  twenty 
years  or  more.  Addresses  have  been  delivered,  discussions  had, 
committees  have  been  appointed  to  investigate  the  subject,  valuable 
recommendations  have  followed  and  real  progress  has  been  achieved. 

It  is  interesting  to  note  that  the  early  conceptions  of  fundamental 
principles  by  those  who  have  assumed  the  burden  of  the  research 
and  discussion  have  not  materially  changed  with  study.  The  appli- 
cation of  those  general  principles  by  the  various  communities  and 
states  affected  by  timber  taxation  has  been  slow.  Beginning  with 
the  paper  devoted  to  a  discussion  of  forest  taxation  in  1907  by  Mr. 
A.  C.  Shaw,  then  in  the  U.  S.  Forest  Service  and  now  a  practicing 
attorney  in  Portland.  Oregon,  and  coming  down  to  recent  years, 
those  engaged  in  research  and  the  reporting  therefrom  had  the 
background  of  denuded  lands  in  the  northeastern  part  of  the  United 
States  and  the  deforested  lands  of  the  Central  and  Lake  States. 
Very  little  has  been  said  in  connection  with  the  subject  by  those 
whose  experience  has  been  with  conditions  west  of  the  Mississippi 
River  until  at  your  meeting  at  Toronto  last  year  when  Mr.  E.  T. 
Allen  of  Portland,  Oregon,  formerly  of  the  U.  S.  Forest  Service, 
and  now  directing  fire  protection  and  the  general  conservation  of 
the  timber  of  private  interests,  very  ably  presented  the  problem  of 
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the  great  Northwest  where  the  largest  stand  of  mature  timber  in  the 
United  States  remains.  The  State  of  Oregon  alone  contains  one- 
fifth  of  the  remaining  supply. 

Since  it  has  not  been  the  privilege  of  the  writer  to  discuss  the 
contexts  of  their  papers  with  Mr.  Frost  of  Wallace  Falls  Timber 
Company,  who  will  speak  of  forest  taxation  in  the  State  of  Wash- 
ington, orwitli  Dr.  Fred  R.  Fairchild,  who  will  discuss  the  matter, 
no  doubt,  in  a  more  comprehensive  way,  the  statements  made  herein 
will  be  addressed  to  forest  taxation  in  Oregon,  which  does  not  and 
has  not  differed  materially  from  states  having  similar  forests. 

Early  in  your  discussions  of  forest  taxation  it  became  evident 
from  information  at  hand  that  growing  forests  should  not  and  could 
not  bear  the  burden  of  an  annual  general  property  tax  based  on  the 
assumed  valuation  of  the  property  as  it  grew  and  there  has  been  in 
the  minds  of  some  of  your  members  and  those  who  have  discussed 
timber  taxation  for  your  consideration  that  there  should  be  some 
remedy  for  the  condition  that  exists  in  the  assessment  and  taxation 
of  mature  timber. 

As  any  study  will  show,  the  taxes  taken  from  mature  timber  in 
the  Northwest  form  such  a  large  part  of  the  revenues  of  the  various 
taxing  units  that  to  change  the  present  practice  looking  to  material 
reduction  of  taxes  would  probably  make  the  burden  on  other  forms 
of  property  unbearable  unless  alternative  or  substitute  sources  of 
revenue  are  discovered  or  a  decided  retrenchment  is  made  in  ])ublic 
expenditures. 

Since  it  is  the  purpose  to  direct  your  attention  exclusively  to  the 
taxation  of  timber  in  Oregon,  you  may  be  interested  in  a  review  of 
the  history  of  forest  ownership  and  taxation  there  for  the  past  thirty 
years  or  more. 

Picture  for  a  moment  the  State  of  Oregon,  extending  east  and 
west  a  distance  of  350  miles  and  north  and  south  a  distance  of  275 
miles.  The  state  is  divided  by  the  Cascade  range  extending  through 
the  state  north  and  south  a  distance  from  the  Pacific  Ocean  equal  to 
about  one-third  of  the  extent  of  the  state  east  and  west.  The  Coast 
Range  extends  north  and  south  along  the  coast  inland  at  irregular 
distances,  in  places  approaching  the  seashore.  Across  the  southern 
part  of  the  state  at  intervals  are  lesser  mountain  ranges  connecting 
the  two  principal  ranges  and  separating  the  Willamette  Valley  from 
the  Umpqua  River  valley  and  the  Umpqua  from  the  Rogue  River 
valley. 

Generally  speaking,  the  timber  of  Oregon  east  of  the  Cascade 
range  is  yellow  pine  with  some  sugar  pine  in  the  south.  West  of 
the  Cascade  range  the  dominant  species  are  Douglas  fir,  western 
hemlock,  spruce,  red  cedar  and  the  queen  of  the  forests  of  Oregon, 
Port  Orford  cedar,  the  production  of  which  is  confined  to  the  two 
southwestern  counties,  Coos  and  Currv. 
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On  the  west  side  of  the  state  for  a  distance  of  140  miles  south 
from  the  Colmnbia  River  is  the  Willamette  Valley  with  the  Cascade 
Range  on  the  east  and  the  Coast  Range  on  the  west.  For  conven- 
ience, the  timber  bordering  this  valley  will  be  called  Willamette 
Valley  timber  and  the  timber  on  the  Columbia  River,  Columbia 
River  timber.  That  west  of  the  Coast  Range  mountains  will  be 
spoken  of  as  coast  timber  or  the  timber  of  the  coast  counties. 

From  thirty  to  thirty-five  years  ago  timber  in  Western  Oregon 
was  largely  in  the  public  domain,  federal  and  state,  and  in  railroad 
and  wagon-road  grants.  Title  to  a  large  portion  of  these  lands 
passed  to  private  individuals  through  homestead,  timber  and  stone 
claims  and  purchases  from  the  state. 

The  state  sold  much  of  its  timber  at  $2.50  per  acre,  which  seemed 
a  good  price  at  date  of  sale,  and  title  to  many  timber  tracts  changed 
hands  from  time  to  time  at  varying  prices  with  a  wide  range.  At 
present  the  major  portion  of  the  timber  of  the  state  not  retained  by 
the  federal  government  is  in  large  private  holdings.  While  there 
was  some  manufacturing  development  in  the  Willamette  Valley  and 
Southern  Oregon  areas,  the  Columbia  River  district,  because  of  its 
superior  transportation  facilities  and  excellent  stands  of  timber  be- 
came the  scene  of  earliest  rapid  development  in  commercial  logging 
and  lumber  manufacture.  These  operations,  coupled  with  their  at- 
tendant community  developments,  first  attracted  the  attention  of  the 
public  to  the  fiscal  possibilities  of  the  vast  acreage  of  timber. 

Little  attention  had  been  given  to  the  assessment  of  timber.  It 
was  assessed  in  keeping  with  the  assessments  of  other  land  and  the 
assessed  valuations  of  all  property  were  low.  Community  develop- 
ment was  in  its  early  stages  and  taxes  were  not  burdensome. 

Change  in  method  of  assessing  this  class  of  property  was  more  or 
less  inevitable,  occasioned  by  increased  public  demands  and  an 
opportunity  to  place  the  cost  of  these  demands  on  a  large  portion  of 
the  county's  area.  The  elements  of  greed,  shifting  the  burden  and 
political  expediency  entered  into  the  assessment  of  this  property, 
vvhich  was  held  largely  by  non-residents  and  was  without  local 
representation. 

The  assessor  was  confronted  by  a  public  sentiment  which  was 
influenced  by  these  elements.  At  that  time  the  constitution  of  Oregon 
carried  the  usual  equality  and  uniformity  clauses  found  in  some 
form  in  the  constitutions  in  most  of  the  states.  Also  the  laws  of 
Oregon  imposed  upon  the  assessors  the  duty  of  assessing  all  prop- 
erty which  they  were  permitted  or  required  to  assess  at  its  true  cash 
value;  and  true  cash  value  in  the  language  of  the  statute  "  Shall  be 
held  and  taken  to  mean  the  amount  such  property  would  sell  for  at 
a  voluntary  sale  made  in  the  ordinary  course  of  business,  taking 
into  consideration  its  earning  power  and  such  other  factors  as  may 
be  applicable  for  determining  such  value."    As  a  matter  of  practice, 
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assessors  do  not  assess  all  property  at  true  cash  value.  Early  in  the 
experience  of  increasing  timber  values  it  seemed  apparent  that  the 
two  factors  which  determined  the  value  of  any  tract  of  timber  were 
quantity  and  value  per  unit  of  one  thousand  feet.  Necessarily  in 
the  minds  of  the  assessor  and  other  local  authorities  the  valuations 
would  vary  with  these  factors.  The  value  per  unit,  of  course,  de- 
pended upon  many  factors,  whicli  included  quality  and  cost  of  de- 
velopment, apparent  to  the  seasoned  timber  operator  but  not  fully 
appreciated  by  the  general  public. 

One  of  the  first  mistakes  made  by  the  assessor  was  that  of  taking 
the  sale  price  on  random  tracts  as  the  basis  for  valuing  all  of  the 
timber  of  the  county.  An  attempt  was  made  to  take  into  account 
accessibility,  topography,  quantity  and  quality  and  logging  condi- 
tions, but  it  was  humanly  impossible  for  an  assessor,  entirely  un- 
acquainted with  timber  and  its  operations  and  the  elements  which 
entered  into  a  determination  of  value,  intelligently  to  make  these 
findings.  As  a  matter  of  fact,  in  those  days,  as  has  been  true  more 
recently,  all  prices  paid  for  inaccessible  timber  and  timber  not  sus- 
ceptible to  an  immediate  development  were  speculative.  The  in- 
ability of  anyone  accurately  to  determine  the  value  of  any  tract  of 
inaccessible  timber  left  the  assessor  but  one  of  two  choices,  either 
to  assess  all  of  the  timber  on  a  basis  of  sale  prices  or  to  guess  at  its 
value.  If  assessments  were  not  based  on  sale  prices  of  selected 
tracts  they  were  necessarily  a  matter  of  conjecture.  At  that  time 
there  had  been  no  general  discussion  of  the  proper  method  of  assess- 
ing forest  lands.  It  was  thought  that  when  any  price  was  paid  for 
timber  it  of  necessity  represented  its  cash  value.  There  was  no 
thought  of  the  cumulative  burden  to  be  borne  by  this  class  of  prop- 
erty prior  to  its  harvesting.  The  questions  what  to  do  and  how  to 
do  it  perplexed  the  assessor. 

Another  obstacle  to  the  correct  vision  of  the  assessor  was  that  the 
rapid  rise  in  stumpage  values  in  the  Lake  States  had  caused  much 
speculative  buying  on  the  coast  without  full  consideration  of  factors 
peculiar  to  the  far-western  situation.  Coast  timber  is  2,500  miles 
further  than  that  of  the  Lake  States  to  the  principal  market,  and  no 
one  at  that  time  could  anticipate  the  competitive  effects  of  substi- 
tutes for  wood.  Perhaps  it  was  but  natural  for  the  assessor  to 
accept,  in  lieu  of  true  cash  value,  these  speculative  values,  which 
applied  to  the  quantity,  when  determined,  would  give  him  a  work- 
ing basis  for  assessment  purposes.  Following  this  theory,  the  next 
logical  step  was  to  secure  information  as  to  quantity  of  timber,  and 
here  appeared  a  disturbing  element,  the  county  contract  cruiser. 
Time  forbids  a  comprehensive  discussion  of  his  work.  Suffice  it  to 
say  that  applying  a  speculative  value  to  a  cruise  which  was  made, 
in  some  instances,  with  one  object  in  view,  that  of  securing  material 
increases  in  amount  of  timber,  had  the  inevitable  effect  of  producing 
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an  assessment  that  was  inequitable  as  between  owners  and  ultimately 
unfair  to  the  property  as  a  class.  The  values  produced  by  this 
method  were  susceptible  to  change  to  meet  the  demands  of  the  com- 
munity. Zoning  of  the  timber  was  attempted,  and  in  some  instances 
tended  toward  an  equalization  of  the  burden,  but  at  best  the  net 
result  has  been  unfortunate.  In  applying  this  method  of  evaluating 
timber,  assessing  authorities  did  not  realize  that  future  sources  of 
income  should  be  subject  to  the  principle  of  discount  in  arriving  at 
present  worth,  a  principle  exemplified  in  the  Minnesota-Wisconsin 
plan  for  assessing  iron  ore  deposits. 

Fortunes  have  been  made  by  purchase  and  sale  of  timber  and  in 
few  instances  in  its  manufacture  in  Oregon,  but  in  the  main  those 
fortunes  have  been  made  before  the  timber  was  harvested,  and  in 
the  last  analysis  the  production  value  of  the  timber  when  harvested 
is  the  index  for  determining  whether  or  not  the  tax  has  been  equi- 
table. 

Timber  price  levels  have  always  been  higher  in  the  Coast  and 
Columbia  River  counties  than  in  the  Willamette  Valley  and  South- 
ern Oregon,  and  assessed  values  have  differed  correspondingly.  Fir 
timber  in  the  Coast  counties  is  assessed  at  from  $3.00  for  so-called 
accessible  timber  to  40  cents  a  thousand  for  inaccessible  timber. 
An  unsound  practice  of  some  of  the  assessors  has  been  arbitrarily 
to  include  large  areas  of  unaffected  timber  in  so-called  accessible 
districts  when  a  single  logging  unit  has  been  brought  into  the 
market  by  a  railroad,  sometimes  technically  a  common-carrier  but 
built  almost  exclusively  for  private  purposes,  and  "  accessibility  " 
as  expressed  on  the  tax  rolls  is  very  often  a  misnomer. 

During  the  war  period  sales  prices  on  some  timber  went  up  to 
very  high  levels  and  assessed  valuations  followed,  but  for  the  past 
five  years  no  material  increases  have  been  made  in  assessments. 
The  assessors  have  come  honestly  to  appreciate  the  burden  imposed 
upon  the  timber  and  have  attempted  to  make  some  adjustments  by 
very  fair  assessments  of  the  personal  property  and  improvements 
used  in  connection  with  the  logging  and  manufacture  of  timber, 
such  as  logging  equipment,  logging  railroads  and  saw-mill  plants. 
This  practice  has  given  some  relief  to  the  timber,  the  assessors  hav- 
ing in  mind  that  these  assessable  assets  will  remain  on  the  tax  roll 
until  the  timber  is  entirely  removed  and  thus  relieve  the  condition 
brought  about  by  depletion. 

Most  of  this  discussion  has  had  to  do  with  the  valuation  of  timber 
for  taxation  purposes  and  in  later  years  credit  is  due  the  several 
assessors  for  fixing  these  valuations  with  an  appreciation  of  the 
cumulative  burden  that  would  fall  by  harvest  time.  There  is,  how- 
ever, another  factor,  that  of  tax  rates.  A  factor  entirely  in  the 
control  of  the  local  communities  and  the  high  percentages  of  total 
productive  values  that  are  being  taken  in  the  form  of  taxes  is  due 
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as  much  to  a  disposition  on  the  part  of  the  local  communities  to 
pyramid  port,  road  and  school  district  rates  as  to  the  valuations  as 
determined  hy  the  assessors.  Boundary  lines  of  these  different  tax- 
ing districts  have  heen,  in  some  instances,  so  formed  that  a  single 
block  of  timber  has  been  included,  and  has  paid  taxes  successively 
in  several  different  school  and  road  districts  over  a  period  of  years. 
In  some  instances  the  inclusion  of  distant  timber  in  school  and  road 
districts  has  been  brought  about  in  an  absolutely  indefensible  man- 
ner. The  item  of  port  development  taxation  in  Oregon  is  peculiar 
to  this  state  in  that  Oregon  is  the  only  state  in  the  Union  that  has 
been  called  upon  to  pay  50-50  with  the  Federal  Government  in  the 
cost  of  developing  its  ports,  an  expensive  privilege.  Added  to  other 
taxes,  special  school  and  road  district  taxes  have  been  the  straws 
that  have  reduced  the  camel  to  a  wreck. 

A  few  examples  of  the  result  of  high  values  and  high  tax  rates 
may  be  of  interest.  These  examples  are  taken  from  a  few  counties 
and  have  not  been  selected  because  of  the  unusual  tax  claims  but 
rather  taken  at  random  from  available  records  of  the  writer.  They 
are  given  to  show  the  tax  charge  where  the  value  of  the  property 
has  been  determined  and  also  the  charge  where  it  is  not  possible  for 
anyone  to  determine  the  length  of  time  before  the  timber  will  be 
harvested  or  the  value  at  the  time  of  harvest. 

In  one  of  the  Columbia  River  counties  the  known  tax  for  the  last 
fourteen  years  on  a  single  quarter  section,  with  a  conservative  esti- 
mate of  the  previous  tax,  with  no  interest  charges,  makes  a  total  of 
sixty-seven  per  cent  of  what  the  owner  received  when  the  timber 
was  marketed.  This  tract  has  been  assessed  at  one  hundred  and 
thirty-nine  per  cent  of  its  production  value  and  at  eighty-two  per 
cent  of  its  cost. 

Another  quarter  section  in  the  same  county  has  paid  in  taxes  to 
date  3314  of  its  gross  value.  This  quarter  has  not  been  logged 
and  the  value  has  been  estimated  taking  as  a  basis  the  sale  value 
and  production  value  of  nearby  timber. 

In  one  of  the  most  favored  sections  of  an  adjoining  county  a 
typical  quarter-section  has  paid  in  taxes  to  date  20%  of  the  present 
sale  value  and,  in  so  far  as  anyone  can  estimate,  this  timber  will  not 
come  into  the  market  for  ten  years.  Still  another  Coast  county  has 
secured  in  taxes  to  date  from  a  quarter-section  23%  of  its  sale  value, 
taking  as  this  sale  value  the  average  sale  prices  during  the  last  few 
years.  This  timber  is,  in  the  very  nature  of  its  location,  many  years 
from  a  market. 

In  the  Willamette  \'alley,  that  county  which  may  be  considered 
the  most  nearly  model  county,  wherein  the  timber  is  assessed  on  a 
cruise  basis,  has  taken  in  taxes  from  a  quarter-section  logged  in 
1927  exactly  15%  of  what  it  actually  produced.  In  this  connection 
it  is  of  interest  that  a  considerable  portion  of  the  original  tract  of 
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timber  upon  which  tax  had  been  paid  for  years  was  practically  de- 
stroyed by  fire  and  when  the  taxes  of  this  portion  of  the  timber  are 
charged  to  the  whole  tract  as  cut,  the  percentage  will  of  necessity 
be  higher  than  now  appears  against  the  quarter.  Connected  with 
this  tract  is  personalty  and  improvements  assessed  at  approximately 
one-half  million  dollars.  The  business  of  this  county  has  for  years 
been  conservatively  managed,  there  are  no  county  bond  issues  out- 
standing and  yet  its  roads,  schools  and  public  buildings  compare 
favorably  with  those  of  any  other  county  in  the  state.  There  has 
been  no  denial  of  actual  necessities  but  a  ready  response  to  legiti- 
mate demands. 

In  other  Valley  counties  a  somewhat  lower  percentage  might  be 
shown,  and  in  but  few  instances  where  the  counties  are  conservative 
will  you  find  cases  of  rank  injustice,  and  these  are  brought  about  by 
the  system  and  not  by  any  disposition  unnecessarily  to  burden  the 
timber.  For  instance,  in  one  county,  having  timber  cruised,  the  tax 
paid  on  a  section  for  the  past  twelve  years,  without  any  addition  for 
previous  taxes  or  interest,  equals  one-third  of  its  present  produc- 
tion or  sale  value  and  the  section  is  so  located  that  it  may  be  taxed 
for  many  years  before  being  cut.  This  is  an  extreme  case  in  that 
county.  In  two  or  three  Willamette  Valley  counties  the  assessed 
value  of  timber  for  several  years  has  been  from  $5  to  $30  an  acre 
and  extensive  manufacturing  operations  have  not  brought  about 
material  increases  in  value.  Here  and  there  in  Western  Oregon 
there  may  be  timber  which  is  so  assessed  as  not  to  take  such  a  sub- 
stantial percentage  of  total  production  value,  but  generally  the  high 
assessed  valuations  and  high  tax  rates  have  taken  a  tribute  from 
timber  equal  to  from  15%  to  65%  of  its  production  value. 

Practically  everything  that  has  been  done  recently  in  the  way  of 
relief  has  been  done  by  the  assessors  and  it  is  largely  through  their 
intelligent  study  and  appraisal  of  effects  of  over-assessments  that 
taxes  have  not  made  timber  ownerships  in  Oregon  more  onerous. 
The  inherent  fallacy  in  the  whole  timber  taxation  situation  is  in  the 
endeavor  to  apply  a  general  property  tax  to  a  forest  crop.  Xo 
matter  how  accurately  the  values  are  determined,  you  still  have  the 
obligation  on  the  part  of  the  county  officers  to  collect  ten,  twenty, 
thirty  or  more  annual  taxes  on  the  same  and  only  income  the  land 
produces.  The  best  he  can  do  is  to  keep  those  valuations  to  a  mini- 
mum, thereby  extending  the  time  an  owner  can  afford  to  wait  for  a 
harvest,  or  in  other  words,  extending  the  number  of  years  the 
forest  crop  remains  in  the  county  as  a  taxable  asset. 

Much  has  been,  and  will  be,  done  toward  eliminating  the  ten- 
dency to  liquidate  regardless  of  market  conditions,  a  liquidation  of 
assets  without  anything  left  in  the  county  to  take  their  place.  It  is 
hoped  that  the  time  has  arrived  when  the  people  are  ready  to  ap- 
proach the  assessment  and  taxation  of  the  growing  timber  in  a 
23 
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manner  that  will  encourage  economical  forest  management.  In 
other  words,  there  is  no  complete  remedy  for  the  present  condition 
as  it  applies  to  merchantable  timber  but  certainly  it  seems  that  mak- 
ing the  same  mistake  with  future  timber  crops  would  be  inexcusable. 
This  brings  us  to  the  second  division  of  the  discussion,  which  has 
to  do  with  the  taxation  of  immature  timber  and  its  effect  on  re- 
forestation. 

Public  attention  in  Oregon  has  not  long  been  directed  to  the  prob- 
lem of  reforestation  largely  for  the  reason  that  the  immense  tracts 
of  mature  timber  in  federal  and  private  ownership  in  the  state  as  a 
whole  have  seemed  in  no  danger  of  early  depletion.  Only  in  the 
Columbia  River  district  and  a  very  few  other  counties  is  there  con- 
crete evidence  of  the  need  of  attention  to  this  subject. 

Few  counties  have   felt  any  real   effects   from  timber  depletion 
other  than  in  some  of  the  smaller  communities  where  the  local  log- 
ging units  have  been  cut  and  municipal  retrogression  has  followed. 
Tn  those  communities  the  feeling  of  resentment  competes  with  the 
feeling  of  regret  and  the  new  crop  seems  so  remote  as  to  offer  no 
immediate  consolation.     However,  it  appears  that  we  are  on  the  eve 
of  a  public  awakening  to  a  keen   realization  of  the   necessity  of 
planning  for  future  pay  rolls,  taxable  assets  and  protection  of  water 
supply.     Evidences  of  rapid  natural  new  growth  are  everywhere 
present.     At  this  time,  as  in  the  past  thirty  years,  no  attempt  has 
been  made  to  assess  this  property  with  reference  to  the  timber  value. 
Logged-oft'  lands  have  been  there,   as  they  were   earlier  in   other 
states,  assessed  with  the  thought  of  their  agricultural  value.     This 
plan  has  resulted  in  a  system  w'holly  lacking  in  uniformity  among 
counties  and  among  the  various  logging  units  of  a  single  county. 
This  condition  has  not  been  brought  about  so  much  by  local  public 
sentiment  as  by  uncertainty  in  the  minds  of  the  county  assessors  as 
to  the  value  of  the  land  and  how  to  assess  it.     The  tendency  during 
the  past  few  years  has  been  to  decrease  rather  than  to  increase  the 
assessed  valuations.     As  a  matter  of  fact,  the  assessors  having  con- 
stant contact  with  this  subject  are  becoming  well  informed  as  to 
timber  depletion  and  new  forest  production  and  sense  the  necessity 
for  sane  taxation  of  new  growth  if  reforestation  is  to  become  other 
than  a  beautiful  theory. 

In  the  western  part  of  the  state  but  little  attention  has  been  given 
to  forest-growing  by  private  concerns,  the  exception  being  that  some 
paper  companies  are  practicing  forestry  of  timber  species  of  short- 
crop  rotation  which  will  serve  their  purposes  in  the  pulp  and  paper 
industry.  The  Federal  Forest  Service,  in  the  sale  of  timber  in 
national  forests  in  the  fir  regions  is  endeavoring  to  handle  forest 
lands  on  a  sustained  yield  basis.  In  the  pine  district  of  Eastern 
Oregon  on  private,  as  well  as  national  forest  lands,  plans  for  sus- 
tained yield  are  being  followed.     In  many  counties  where  logging 
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operations  have  been  long  in  progress  new  growth  is  more  or  less 
satisfactorily  following  the  logger.  Particularly  in  the  western 
part  of  our  state  is  it  true  that  nature  will  take  care  of  the  problem 
of  new  growth  if  man  will  protect  it  from  fire,  and  man  will  pro- 
tect it  if  he  has  a  reasonable  chance  for  the  return  of  his  carrying 
charges  and  some  profit. 

In  many  regions  where  logging  operations  have  been  going  on 
for, a  period  of  years  and  will  continue  for  fifteen  or  twenty  years 
more,  there  will  be  found  when  the  now  mature  timber  shall 
have  been  completely  logged,  if  proper  fire  protection  is  maintained, 
a  new  growth  of  timber  that  will  be  regarded  by  the  counties,  as 
well  as  by  the  timber  owners,  a  real  asset.  During  forty  years  in 
Western  Oregon  lands  have  changed  from  idle  brush  land  of  little 
value,  except  for  grazing  purposes,  to  timber  lands  already  support- 
ing small  sawmills. 

This  condition  is  mentioned  to  show  the  forestry  possibilities  of 
Western  Oregon,  and  those  possibilities  are  ever  present,  partic- 
ularly in  the  Coast  range  regions.  Xo  doubt  there  are  large  areas 
of  logged-off  lands  in  Oregon  that  are  being  held  and  protected  by 
the  owners  today  because  the  protection  of  the  logged-off  areas  is 
necessary  to  secure  the  fullest  protection  to  adjacent  areas  of  mature 
growth.  However,  there  are  logged-ofT  areas  separated  from  pres- 
ent logging  units  and  on  which  the  taxes  are  a  real  present-day 
burden,  that  are  being  relinquished  but  might  be  held  if  the  state 
had  a  sound  policy  of  taxation  of  growing  forests.  With  such  a 
policy  in  force  continuity  of  the  timber  supply  in  Oregon  would  be 
more  or  less  assured  in  private  ownership.  The  opinion  that  the 
growing  of  forests,  maturity  of  which  will  require  a  century  or 
more,  is  the  problem  of  the  state  or  federal  government,  and  that 
private  owners  may  be  expected  to  be  more  readily  interested  in 
timber  crops  of  shorter  rotation  or  on  the  better  forest  soils  may  not 
be  orthodox  but  it  is  supported  by  sound  arguments. 

Under  existing  conditions  in  Oregon  the  livest  problem  at  this 
time  is  to  persuade  private  owners  to  retain  title  to  their  logged-off, 
reforesting  lands.  We  are  organized  for  the  protection  of  these 
lands  from  fire  so  long  as  they  remain  in  private  ownership  and  the 
next  step  to  be  taken  is  that  of  a  just,  equitable  and  certain  tax 
program.  There  has  not  been  on  the  part  of  timber  owners  in 
Western  Oregon  much  agitation  for  tax  reform  on  reforesting 
lands.  The  study  of  this  subject  and  the  legislation  proposed  has 
been  by  the  State  Board  of  Forestry  and  officers  of  the  various  pro- 
tective and  conservation  organizations  and  by  committees  represent- 
ing these  agencies  or  the  legislature  for  the  purpose  of  formulating 
new  legislation.  What  seems  the  best  thought  of  Oregon  on  this 
subject  has  found  expression  in  three  proposed  bills,  one  by  the 
Committee  on  Tax  Investigation  appointed  by  the  Governor  in  1922 
and  the  others  proposed  to  the  sessions  of  1925  and  1927. 
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The  bill  proposed  in  1922  had  the  following  objectives:  (1)  to 
exempt  growing  trees  from  taxation  and  (2)  to  make  the  assess- 
ment of  immature  forest  lands  comparable  to  that  of  wild  lands. 

The  outstanding  features  of  the  bill  proposed  in  1925  were  (1)  to 
defer  half  the  tax  on  immature  forest  lands  until  the  crop  is  har- 
vested and  (2)  to  protect  the  owner  against  changes  in  tax  status 
by  contract  throughout  the  growing  period. 

The  features  of  the  1927  bill  were  (1)  a  flat  five-cent-per-acre 
annual  tax  and  a  12l47c  gross  yield  tax,  and  (2)  a  contract  between 
the  owner  and  the  state  during  the  growing  period. 

It  appears  that  the  consensus  of  opinion  of  those  in  Oregon  who 
have  evidenced  the  keenest  interest  in  this  subject  is  that  forest 
lands  should  be  classified  by  the  State  Board  of  Forestry;  that  lands 
so  classified  should  be  especially  taxed,  as  under  our  constitution 
they  may  be,  and  that  most  of  the  tax  be  deferred  until  the  crop  is 
harvested ;  that  the  yield  tax  is  the  only  proper  tax  to  be  applied  to 
such  properties,  and  in  event  an  annual  tax  is  imposed  prior  to  har- 
vest, an  allowance  therefor  should  be  made  in  fixing  the  percentage 
of  the  yield  tax. 

About  one  question  in  connection  with  this  subject  there  is  a  dif- 
ference of  opinion,  but  it  seems  safe  to  say  that  the  majority  opinion 
of  those  who  are  giving  the  subject  time  and  attention,  divorced 
from  any  private  or  public  interests  with  which  they  may  be  asso- 
ciated, is  that  in  order  to  secure  the  best  results  from  reforestation 
in  Oregon  and  to  insure  to  the  state  the  benefits  coming  from  care- 
fully-protected new  growth,  that  some  form  of  contract  should  be 
made  between  the  owners  and  the  state.  This  may  be  a  sacrifice  of 
principle  to  expediency  but  we  are  dealing  with  a  condition  that 
really  exists  and  not  with  an  abstract  theory.  Under  the  contract 
the  owners  would  agree  to  pay  taxes  levied,  fully  to  protect  their 
lands  from  fire  and  obey  all  directions  of  the  State  Board  of  For- 
estry. The  consideration  provided  for  state  and  counties  in  this 
contract  would  be  an  assurance  of  a  future  supply  of  timber,  future 
pay  rolls,  taxable  asset,  protection  of  water  supply  and  a  proper  use 
of  the  lands  of  the  state.  In  addition,  the  counties  wall  receive  all 
the  tax  to  which  they  are  entitled  at  the  time  it  should  be  paid. 
The  special  treatment  is  in  no  way  a  subsidy.  The  objection  often 
raised  that  this  method  of  solving  the  problem  would  disturb  the 
revenues  of  the  various  communities  may  not  be  so  serious.  It 
seems  that  by  the  time  our  mature  forests  are  harvested  and  new 
forests  are  coming  on,  local  and  state  budgets  will  have  become 
adapted  to  changed  conditions.  There  may  be  a  gap  between  the 
time  when  the  matured  forests  are  entirely  removed  and  the  new 
forests  are  sufficiently  matured  for  use  that  will  have  to  be  spanned. 
If  so,  bond  issues  predicated  upon  the  anticipated  value  of  the  new 
forest  growth  and  the  revenue  therefrom  may  be  made  to  care  for 
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any  deficiency  that  may  appear  in  current  public  revenues,  and  is 
not  likely  to  occur  for  an  indefinite  period.  In  addition  to  this, 
when  the  timber  is  matured  and  cut  the  irregularity  in  the  receipts 
of  yield  taxes  should  not  cause  particular  disturbance  if  the  taxing 
units  will  follow  good  business  practice  and  retain  the  balances  of 
fat  years  with  which  to  supply  them  with  revenues  during  the  lean 
years.  Again,  this  gap  may  not  be  so  broad  for  the  reason  that  we 
are  unable  to  say  at  this  time  to  what  extent  that  which  now  seems 
unmerchantable  timber  may  be  regarded  as  mature  and  usable  in 
the  near  future. 

There  are  those  who  think  each  generation  should  solve  its  own 
problems  and  they  have  little  interest  in  the  new  growth  of  timber. 
It  is  better  that  we  should  give  assistance  now  to  the  solution  of 
this  problem,  which  if  given  proper  attention,  will  not  present  a 
hardship  to  be  endured  by  succeeding  generations.  By  so  doing  an 
immediate  asset  is  created  in  present  values  of  future  crops. 

It  is  interesting  to  note  at  this  point  what  has  been  done  by  the 
executive  and  legislative  departments  of  the  state.  The  bill  re- 
ported by  the  Committee  of  1923  passed  the  legislature  and  was 
vetoed  by  the  Governor.  A  bill  sponsored  by  the  State  Board  of 
Forestry  and  for  which  the  then  chief  executive  solicited  the  sup- 
port of  the  legislature  was  passed  and  also  vetoed  by  him.  In  his 
first  message  to  the  legislature  of  1927,  the  present  Governor  of 
Oregon,  Hon.  I.  L.  Patterson,  said  in  part : 

"  I  submit  to  you  that  legislation  should  be  enacted  that  will 
encourage  and  promote  reforestation  by  private  owners  on 
lands  from  which  the  timber  has  already  been  removed,  and 
which  will  insure  continuing  reforestation  of  logged-off  areas." 

The  bill  presented  by  the  reforestation  commission,  a  legislative 
committee,  to  the  legislature  of  1927  failed  of  passage.  Two  things 
are  necessary  to  secure  intelligent  legislation  on  this  subject:  (1) 
agreement  on  essentials  by  those  interested  in  a  private  or  profes- 
sional way  and  (2)  the  proper  education  of  the  public.  The  latter 
is  not  so  difficult  with  the  opportunities  in  our  state  for  the  dissemi- 
nation of  information. 

After  several  years  of  groping  in  the  dark,  the  Oregon  forest  fire 
problem  was  approached  intelligently  and  the  organization  of  forest 
protection  agencies  has  been  well  developed.  The  federal  govern- 
ment, the  State  Board  of  Forestry  and  organized  private  owners, 
working  in  perfect  harmony,  have  given  to  the  forests  of  Oregon 
protection  second  probably  to  none  in  the  Union.  This  has  been 
accomplished  through  the  efforts  of  representatives  of  the  various 
agencies  working  with  one  end  in  mind,  the  best  protection  of  the 
forests,  and  the  federal  forest  service  and  the  State  Board  of  For- 
estry are  worthy  of  compliment  for  the  very  high  type  of  represen- 
tation which  they  have  in  Oregon. 


358  *  NATIONAL  TAX  ASSOCIATION 

Recently  the  several  ])r()tective  forest  agencies  in  Oregon  have 
carried  on  a  campaign  of  publicity  which  in  my  mind  is  illustrative 
of  the  value  of  cooperative  effort.  In  this  campaign  a  director  has 
been  employed  who  goes  from  place  to  place  throughout  the  state, 
giving  illustrated  forest  lectures.  He  has  a  moving-picture  machine 
and  shows  reels  of  pictures  of  forests  in  every  stage  from  the  tiny 
tree  to  the  fallen  giant  in  the  mill  yard ;  shows  excellent  pictures 
of  forest  fires  and  others  of  devastated  lands,  calling  particular 
attention  to  the  interest  of  the  public  in  the  forest  wealth  from  the 
standpoint  of  pay  rolls,  taxable  assets,  recreational  facilities  and 
protection  of  water  supply. 

Directed  by  federal,  state  and  private  cooperation,  the  growth  of 
public  interest  in  the  protection  of  the  forests  of  Oregon  in  the  last 
ten  years  has  been  remarkable  and  today  public  sentiment  has  been 
so  well  molded  that  the  man  who  carelessly  or  intentionally  sets  fire 
to,  or  permits  fire  to  menace,  the  forests  is  coming  to  be  regarded 
as  an  outlaw.  With  the  same  well-directed  effort  looking  to  a  proper 
public  sentiment  toward  the  growing  and  taxation  of  new  forests, 
Oregon  will  respond  with  proper  legislation  and  the  mistake  made 
in  the  taxation  of  our  old  crop  will  not  be  repeated  with  the  new. 

Chairman  Lutz  :  The  next  speaker  on  this  subject  is  Mr.  J.  E. 
Frost,  president  of  the  Wallace  Falls  Timber  Company. 

]\Iy  first  acquaintance  with  Mr.  Frost  goes  back  some  seventeen 
years,  when  I  was  much  younger  than  I  am  now.  I  was  beginning 
the  study  of  the  work  of  state  tax  commissions.  I  spent  a  number 
of  days  here  in  Washington,  and,  thanks  to  the  courtesy  and  kindly 
cooperation  of  Mr.  Frost,  who  was  then  a  member  of  the  State  Tax 
Commission  of  Washington,  T  felt  that  I  had  gained  pretty  fair 
insight  into  the  work  of  the  Washington  Commission  at  that  time. 
Mr.  Frost  has  since  departed  from  public  life,  has  gone  into  the 
lumber  business,  and  I  am  sure  that  we  shall  be  very  glad  to  have 
his  message  on  this  very  important  subject. 

J.  E.  Frost  (Washington)  :  Ladies  and  Gentlemen  :  As  your  chair- 
man has  just  said,  I  used  to  be  a  ta.x-gatherer.  About  sixteen  years 
ago  I  planned  a  nefarious  profession  for  an  honest  occupation,  and 
I  have  now  become  a  tax-dodger. 

I  well  remember  the  annual  meetings  of  the  early  National  Tax 
Conferences,  or  Tax  Conferences  as  they  were  called.  It  has  been 
about  twenty  years  since  I  attended  the  last  one,  and  I  used  to  be  a 
devout  attendant,  traveling  all  the  way  from  2500  to  3000  miles 
over  the  continent  of  North  .America  to  be  able  to  attend  at  Colum- 
bus, Louisville,  Richmond,  Toronto  and  elsewhere,  wherever  they 
were.  Then  I  could  look  into  the  faces  of  the  assembled  Confer- 
ence and  recognize  all  of  the  membership  and  friends,  but  today  I 
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think  I  am  very  much  in  a  position  that  can  best  be  illustrated  by  a 
little  anecdote  that  I  read  two  or  three  days  ago  in  The  Timherman. 
It  seems  that  an  old  lady  and  an  old  gentleman  who  was  very 
hard  of  hearing  happened  to  meet,  and  the  old  lady  said,  "  Oh,  Mr. 
Brown,  I  am  so  glad  to  see  you  again.  Do  you  remember  how  we 
used  to  play  together  as  children,  and  how  I  used  to  spank  you 
when  you  would  not  behave  ?"  ''  Oh,  yes,  yes,"  he  says,  "  but  you 
would  hardly  recognize  the  old  place  now." 

So,  I  find  myself  in  that  predicament,  as  I  look  over  this  sea  of 
faces  and  see  scarcely  any  of  the  old  familiar  faces  with  whom  I 
used  to  come  in  contact. 

•  Now,  gentlemen,  I  haven't  very  much  to  say,  and  I  am  not  going 
to  give  you  any  history  of  forestry  or  anything  of  that  sort,  and  I 
have  a  very  short  paper,  because  I  knew  the  limitations  a  good 
many  years  ago ;  but  I  do  expect  to  raise  a  little  hell,  which  is  going 
to  bring  the  very  severe  censure  of  some  people  of  three  or  four 
states,  probably. 

TAXATION  AND  REFORESTATION 

J.   E.  FROST 
President,  Wallace  Falls  Timber  Company 

Measured  by  the  march  of  years,  it  is  but  a  short  step  backward 
to  the  time  when  a  tree  was  an  obstruction  to  human  progress,  and 
forests  were  foes  to  be  fought  and  conquered  and  destroyed,  so  that 
the  land  they  covered  could  be  converted  to  the  production  of  food 
and  other  essentials  to  human  existence  and  comfort.  Recently 
there  has  been  awakened  a  consciousness  of  the  important  part  the 
forests  play  in  preserving  Nature's  equilibrium,  and  there  is  a 
dawning  conception  of  the  serious  consequences  that  would  surely 
follow  their  complete  destruction.  The  agitation  concerning  con- 
servation has  brought  about  an  almost  universal  demand  for  the 
perpetuation  of  our  forests.  The  animating  impulses  behind  this 
desire  are,  perhaps: 

( 1 )  To  preserve  a  playground  for  the  people  ; 

(2)  To  afford  a  refuge  for  and  to  prevent  the  extinction  of  wild 
life; 

(3)  To  conserve   and  perpetuate  an   adequate   water   supply,   to 
assist  in  flood  control  and  the  prevention  of  soil  erosion; 

(4)  To  prevent  the  unpleasant  and  perhaps  disastrous  climatic 
changes  that  would  surely  follow  their  complete  denudation : 

(5)  To  insure  a  lasting  supply  of  lumber,  pulp-wood,  chemicals 
and  other  forest  products. 

In  the  Pacific  Northwest  we  are  further  animated  by  a  desire, 
which  is  almost  an  economic  necessity,  to  insure  the  continuation 
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of  our  great  major  industry,  whicli  employs  65%  of  our  wage- 
earners  and  supports  more  tlian  one-half  our  entire  population. 

Conservation  and  reforestation,  an  abstract  proposition  to  the 
country  at  large,  is  an  acute  and  vital  problem  to  the  people  of  the 
Pacific  Northwest. 

It  is  true  that  the  Federal  Government  has  set  aside  a  vast  pro- 
portion of  our  domain  as  forest  reserves,  but  it  is  also  to  be  borne 
in  mind  that  a  large  proportion  of  the  Western  forest  reserves  con- 
sist of  barren,  broken,  precipitous  and  rocky  mountain  peaks  and 
slopes  that  do  not  contain  nor  are  they  capable  of  growing  timber 
that  can  ever  be  of  any  commercial  value.  In  the  Southwest  there 
are  vast  areas  of  desert  land  in  the  forest  reserves  that  are  utterly 
incapable  of  producing  trees. 

Forest  reservations  were  ostensibly  created  for  conservation  and 
reforestation  but,  in  the  Northwest  at  least,  the  Federal  Forestry 
Department  has  played  but  a  sorry  part.  In  the  face  of  an  over- 
stocked market,  brought  about  by  a  general  over-production  of  lum- 
ber and  other  forest  products,  resulting  in  ruinous  competition  be- 
tween lumber  manufacturers  that  has  resulted  in  numerous  instances 
of  bankruptcy  and  ruin,  and  to  part-time  operation  in  the  industry, 
forest  reserve  timber  for  years  has  been  freely  offered  in  the  open 
market,  until  today  in  the  Pacific  Northwest  there  remains  within 
forest  reserves  scarcely  a  tract  of  available,  merchantable  timber 
that  has  not  been  disposed  of,  and  as  a  rule  upon  terms  that  afford 
the  purchaser  a  decided  advantage  over  the  private  owner  with 
whom  he  is  in  competition. 

The  inefficiency  and  exorbitant  expense  of  political  agencies  is  so 
well  known  and  thoroughly  understood  that  there  can  dwell  in  the 
minds  of  informed  and  thoughtful  people  no  reasonable  expectation 
of  practical  results  from  governmental  agencies.  By  scientific  re- 
search they  can  and  do  render  able  assistance;  but  for  practical 
and  economical  administration  and  management  they  are  a  decided 
failure.    Theory  has  never  been  able  to  compete  with  common  sense. 

The  successful  perpetuation  and  proper  utilization  of  our  forests 
rests  with  the  practical  and  experienced  timber  owner  and  operator, 
who  should  be  properly  assisted  and  protected  by  the  state,  the 
people  of  which,  whether  they  realize  it  or  not.  have  the  primary 
interest  and  the  most  at  stake  in  the  matter. 

Judge  Cooley,  that  eminent  authority  on  the  Law  of  Taxation, 
said,  "  The  power  to  tax  is  the  power  to  destroy."  That  this  is  an 
axiom  is  amply  evidenced  by  the  rapid  destruction  of  the  forests  of 
the  West,  w-here  the  increase  in  the  selling  price  of  standing  timber 
during  the  fifteen  years  last  passed  has  not  equaled  the  taxes  im- 
posed upon  it  during  the  same  period.  Owners  slowly  and  reluc- 
tantly forced  to  realize  the  ultimate  effect  of  this  situation  and  feel- 
ing the  necessity  of  salvaging  some  portion  of  their  assets,  have 
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inaugurated  a  campaign  of  cutting  their  standing  timber,  and  forc- 
ing the  resultant  product  upon  an  unwilling  market.  This  has  added 
to  production  until  in  this  year  1928,  with  a  general  curtailment, 
mills  running  but  five  days  a  week,  many  running  but  one  eight- 
hour  shift  instead  of  two  and  three  as  formerly,  and  despite  the  fact 
that  more  lumber  has  been  sold  than  ever  before  in  the  history  of 
the  business,  production  has  been  so  great  and  competition  so  keen 
that  it  has  been  impossible  to  obtain  prices  which  will  permit  a 
reasonable  profit. 

The  assessed  value  of  farm  laftds,  city  lots  and  buildings  has 
gradually  decreased,  while  the  assessment  of  standing  timber  has 
been  gradually  increased.  This  is  not  readily  apparent  from  a 
casual  inspection  of  the  tax-rolls,  because  there  has  been  a  steady 
increase  in  the  amount  of  cultivated  acreage  and  in  the  number  of 
city  lots  and  an  enormous  increase  in  building.  At  the  same  time 
there  has  been  a  steady  decrease  in  the  acres  and  amount  of  stand- 
ing timber.  I  can  conceive  of  no  remedy  for  this  condition  that  the 
people  could  be  induced  to  adopt.  In  popular  opinion,  big  business 
is  always  both  profitable  and  predatory.  A  majority  of  the  voters 
heartily  approve  any  plan  that  adds  to  the  burden  borne  by  a  major 
industry  and  apparently  promises  a  reduction  in  their  own.  So  I 
am  prepared  to  bow  to  the  inevitable,  "  and  not  to  waste  my  time 
in  vain  pursuit  of  this  or  that  endeavor."  The  popular  mind,  per- 
haps, has  been  educated  to  the  point  where  it  can  grasp  the  desir- 
ability of  reforestation  and  possibly  might  be  induced  to  accept  and 
adopt  some  modification  of  our  tax  laws,  which  would  permit  re- 
forestation under  private  ownership  and  management.  If  this  can- 
not be  accomplished  the  inevitable  alternative  is  state  socialism  of 
future  forests  by  the  confiscation  of  logged-ofif  lands  through  the 
process  of  tax-gathering.  This  already  has  been  done,  to  a  con- 
siderable extent.  The  lands  so  confiscated,  however,  up  to  the 
present  time,  are  the  property  of  the  various  counties  in  which  they 
are  located.  These  counties  have  neither  the  authority,  the  ability 
nor  the  inclination  to  inaugurate  and  conduct  reforestation  opera- 
tions. 

It  takes  more  than  a  hundred  years  to  grow  a  forest  of  any  com- 
mercial value,  and  more  than  three  hundred  years  to  grow  a  mature 
tree  that  is  really  ripe  for  cutting  and  that  will  make  desirable 
lumber. 

Political  administrations  change  every  four  years,  making  it  very 
unlikely  that  under  public  control  we  could  ever  expect  any  stable 
and  fixed  plan  of  protecting  and  reforesting  our  logged-off  lands, 
but  to  the  contrary,  they  would  likely  be  subject  to  the  political 
vagaries  of  the  persons  in  temporary  power,  or  to  the  whims  of  the 
professional  forester,  who  usually  dwells  in  a  cloud  realm  of  theory 
and  but  rarely  sets  his  feet  upon  the  bedrock  of  experience. 
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It  would  seem  that  the  proper  phm  should  he  for  the  state  to  enter 
into  a  carefuUy-worked-out  contract  with  the  owner  of  lands  to  be 
reforested.  Such  a  contract  would  be  under  that  protecting  pro- 
vision of  our  federal  constitution  which  prohibits  the  passage  of 
any  law  impairing  the  obligation  of  a  contract.  This  plan  would 
make  a  fixed  policy  possible,  would  obviate  the  menace  of  political 
interference  and  would  increase  the  individual  interest  and  industry 
of  the  persons  most  deeply  concerned  in  the  result. 

Reforestation  and  the  perpetuation  of  our  forests  must,  of  eco- 
nomic necessity,  be  confined  to  lands  of  little  worth  for  the  produc- 
tion of  food,  so  that  preparatory  to  the  execution  of  such  a  contract 
a  careful  examination  of  the  lands  should  be  required,  preferably  to 
be  jointly  made  by  a  qualified  state  official  and  the  owner,  they 
having  agreed  that  the  lands  in  question  are  suitable  for  and  should 
be  set  aside  for  reforestation.  A  contract  to  run  perpetually  with 
the  land  should  be  entered  into  and  recorded  with  the  County  Re- 
corder of  Deeds.  This  contract  should  provide  that  the  lands  be 
forever  set  aside  and  kept  exclusively  for  the  growth  of  timber. 
Neither  party  nor  both  parties  acting  together  should  have  the  right 
to  alter  this  condition  except  in  the  case  of  mines,  power  develop- 
ment, rights-of-way  for  necessary  purposes,  etc. ;  these  should  all 
be  placed  upon  a  rental  or  royalty  basis.  The  owner  of  the  lands 
should  not  be  denied  the  right  to  sell  and  convey  his  interests  but 
the  lands  should  be  subject  always  to  the  terms  of  the  agreement. 
The  contract  should  provide  in  substance  that  in  consideration  of 
the  conditions  to  be  kept  and  performed,  and  the  payments  to  be 
made  to  the  state  as  specified,  that  the  lands  should  not  be  subject 
to  any  assessment  or  levy  of  taxes,  except  taxes  for  fire  protection, 
these  to  be  paid  by  the  owner.  In  lieu  of  annual  taxes  the  state 
should  own  perpetually  and  be  paid  one-half  of  all  the  proceeds  of 
rentals,  royalties,  timber,  marble,  limestone,  coal,  iron,  oil,  minerals, 
metal  or  any  other  thing  of  value  obtained  from  or  produced  by 
such  lands. 

Timber  and  other  products  of  the  lands  should  be  sold  at  a  time 
and  at  a  price  to  be  agreed  upon  by  the  designated  state  official  and 
the  owner,  or  in  the  event  of  disagreement,  to  be  fixed  by  arbi- 
tration. 

The  state  should  not  be  permitted  to  deprive  the  owner  of  the 
management  of  the  property. 

In  Washington,  and  probably  in  nearly  all  other  states  containing 
large  forest  areas,  constitutional  amendments  would  be  necessary 
before  the  plan  I  have  outlined  could  be  put  in  effect.  This  pre- 
sents an  almost  impossible  barrier. 

The  people  of  Washington  will  vote  at  the  forthcoming  election 
in  November  upon  an  amendment  to  its  Constitution  which,  if 
adopted,  would  wipe  out  a  whole  chapter  of  legislative  matter,  sub- 
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stituting  therefor  the  simple  provisions  approved  many  years  ago 
by  the  National  Tax  Association,  and  repeatedly  suggested  by  suc- 
cessive tax  commissions  of  the  state.  This  proposed  amendment 
contains  the  provision  that  the  power  of  taxation  shall  not  be  sur- 
rendered, suspended  or  contracted  away,  and  if,  perchance,  it  should 
be  adopted,  it  would  probably  prohibit  the  plan  I  have  proposed. 
There  is  little  likelihood  of  its  adoption,  however,  as  highly  organ- 
ized and  well-financed  opposition  is  conducting  a  determined  cam- 
paign against  it.  A  number  of  years  ago  when  it  was  my  privilege 
to  be  a  member  of  the  Washington  State  Tax  Commission,  a  law 
put  forward  by  one  of  my  colleagues,  providing  that  intangibles 
should  not  be  considered  property  for  the  purposes  of  taxation, 
despite  my  earnest  opposition,  was  enacted  by  the  legislature. 

The  principal  argument  of  the  proponents  of  the  proposed  amend- 
ment is  that  its  adoption  will  permit  the  specific  taxation  of  interest- 
bearing  obligations,  stocks,  shares,  etc.,  that  are  now  completely 
exempt.  People  possessed  of  this  class  of  property  are  making  a 
very  determined  fight  to  prevent  it,  and  allied  with  them  is  the  ultra- 
conservative,  possessed  of  no  knowledge  of  taxation,  but  firmly 
fixed  in  the  belief  that  the  system  under  which  he  has  always  been 
taxed  is  of  universal  application,  and  who  fears  to  liberate  his 
representatives  in  the  legislature,  and  give  them  an  opportunity  to 
exercise  any  judgment  at  all  in  tax  matters. 

A  sample  of  their  arguments  I  quote  from  Weekly  Letter  Xo. 
340,  issued  by  the  Federated  Industries  of  Washington,  which  at 
one  time  honored  me  by  making  me  its  president : 

"  When  the  State  Constitution  was  adopted,  the  farmers  care- 
fully curbed  the  power  of  the  legislature  to  dabble  in  matters 
of  taxation.  It  is  now  proposed  to  tear  down  these  bars  and 
throw  the  entire  matter  of  taxing  property  to  the  will  or  caprice 
of  a  legislature  every  two  years. 

"  The  menace  of  such  action  should  be  apparent  to  all. 
Under  the  present  rather  irresponsible  system  of  electing  men 
and  women  to  the  legislature,  there  is  no  assurance  of  stability 
in  taxes  if  the  proposed  amendment  should  go  into  effect.  One 
year  one  class  of  property  would  carry  the  burden  and  then  the 
next,  just  as  one  group  of  taxpayers  would  arouse  themselves 
and  elect  members  enough  to  control  the  session." 

So,  we  in  Washington,  who  believe  that  '"  it  is  the  individual 
who  owes  the  duty  of  supporting  the  government,  and  that  he  should 
be  compelled  to  contribute  to  its  support  in  proportion  to  his  ability 
to  do  so,"  who  realize  that  the  power  to  tax  may  be  used  to  promote 
and  encourage  industry,  home-building,  the  development,  proper 
utilization  and  conservation  of  natural  resources,  to  foster  and  build 
up  agriculture  and  to  further  trade  and  commerce,  and  who  are  the 
victims  of  its  opposite  effect  when  evilly  used,  are  confronted  by  a 
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well-armed  array  of  special  interest,  ably  aided  by  the  arrogance  of 
the  ignorant,  that  will  very  likely  lick  us,  thereby  preventing  the 
adoption  of  any  logical,  reasonable,  effective  and  inexpensive  plan 
of  reviewing  and.  perpetuating  our  forests. 

Ch.mrm.w  Lctz  :  The  next  speaker  on  tliis  important  topic  of 
taxation  and  reforestation  I  am  sure  needs  no  introduction  to  the 
audience  from  me.  Professor  Fairchild  has  associated  himself  with 
this  particular  topic  for  so  long  that  he  has  gained  the  very  enviable 
distinction  of  being  one  of  the  foremost  specialists  and  experts  on 
the  subject  of  forest  taxation  in  the  United  States.  He  has  been 
on  the  Pacific  Coast  this  summer  in  the  prosecution  of  some  of  the 
work  tliat  he  assumed  some  time  ago,  the  direction  of  a  special  study 
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Professor  of  Political  Economy,  Yale  University; 
Director  of  the  United  States  Forest  Taxation  Inquiry 

After  a  brief  sketch  of  the  history  of  the  forest  tax  problem  in 
the  United  States,  Professor  Fairchild  told  the  audience  something 
about  the  United  States  Forest  Taxation  Inquiry,  of  which  he  is  the 
Director,  and  which  he  is  now  engaged,  with  a  staff  of  five  investi- 
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gators,  in  studying  forest  tax  conditions  in  the  states  of  Oregon  and 
Washington. 

This  study  is  being  carried  out  under  the  authority  of  Congress, 
as  expressed  in  the  Clarke-McNay  Act  of  1924,  which  directed  a 
nation-wide  study  of  forest  tax  conditions  to  the  end  that  the  several 
states  might  be  assisted  in  devising  tax  laws  better  suited  to  the 
peculiarities  of  the  timber  industry.  The  Forest  Taxation  Inquiry 
was  organized  in  the  spring  of  1926,  with  its  general  headquarters 
in  New  Haven,  Connecticut.  Investigations  have  already  been  con- 
cluded in  the  three  lake  states,  and  scenery  projects  are  going  on 
this  summer  in  Xew  Hampshire  and  Connecticut.  The  inquiry  is 
making  a  national  study,  not  a  series  of  separate  state  studies.  Its 
formal  report  will  cover  the  whole  nation  and  may  not  appear  for 
three  or  four  years.  In  the  meantime,  the  Inquiry  issues  informal 
bulletins  from  time  to  time,  giving  the  facts  developed  by  its  studies 
in  various  states.  Such  bulletins  relating  to  Oregon  and  Washing- 
ton will  doul)tless  appear  in  advance  of  the  final  report  of  the 
Inquiry. 

With  regard  to  forest  tax  reform,  Professor  Fairchild  said:  "I 
have  no  desire  at  the  present  time  to  propose  a  remedy  or  to  suggest 
any  particular  line  of  forest  tax  legislation.  The  time  for  that  will 
come  at  the  conclusion  of  the  fact-finding  inquiry  upon  which  I  am 
now  engaged."  He  did,  however,  make  certain  suggestions  regard- 
ing fundamental  principles  which  he  said  he  believed  would  have  to 
underlie  any  enduring  solution  of  the  forest  tax  problem. 

He  said  that  forest  taxation  must  be  regarded  as  a  part  of  the 
whole  system  of  state  and  local  taxation  and  expenditure,  not  as  an 
isolated  problem.  He  opposed  special  tax  favors  in  the  interest  of 
forest  growing,  but  expressed  the  belief  that  Forestry  should  stand 
on  its  own  feet  and  bear  its  fair  share  of  the  cost  of  government. 
He  pointed  out  the  necessity  of  liberalizing  those  state  constitutions 
which  now  require  that  all  property  be  taxed  according  to  a  uni- 
form method.  He  emphasized  the  evil  effects  of  uncertainty  in  the 
property  tax  and,  while  recognizing  the  possible  necessity  of  the 
contract  feature  in  forest  tax  legislation  in  order  to  guarantee  sta- 
bility, expressed  the  belief  that  eventually  such  contract  would  be 
undesirable  and  unnecessary. 

Chairman  Lutz  :  We  have  a  few  minutes  for  the  discussion  of 
this  subject  before  we  turn  to  the  other  main  topic  that  is  an- 
nounced for  the  morning  session.     What  is  your  pleasure? 

Mr.  Jackson  (Washington)  :  Mr.  Frost,  the  second  speaker  this 
morning,  made  a  statement  that  the  classification  amendment  pro- 
posed in  his  state  was  the  model  recommended  by  this  Association. 
I  read  in  yesterday  morning's  paper,  addressed  to  the  Washington 
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voters :  Do  you  know  that  the  i)roposed  amendment  is  not  the  model 
form  recommended  bv  the  National  Tax  Association  Committee  in 
1911? 

I  desire  to  ask  Mr.  Frost  if  that  statement  in  the  paper  is  a  falsity 
or  is  it  true  ?     It  contradicts  your  statement. 

J.  E.  Frost  :  So  far  as  I  can  remember  I  was  on  the  Resolutions 
Committee  in  1911  that  drafted  that  model  form  of  taxation.  The 
gentleman  is  quite  at  liberty  to  make  a  comparison. 

Chairman  Lutz  :  Unless  this  discussion  is  to  be  germane  to  the 
question  of  forest  taxation  and  reforestation,  I  suggest  that  we  do 
not  continue  it  at  this  time.  Our  time  is  limited,  if  you  will  pardon 
me,  and  we  are  assigned  here  a  definite  topic,  and  I  think  I  will 
rule  that  discussion  not  germane  to  the  subject  of  forest  taxation 
and  reforestation,  and  is  not  in  order  unless  the  Conference  chooses 
to  decide  otherwise.  If  you  wish  to  speak  to  the  subject  I  will  allow 
you  the  floor;  if  not,  I  will  refuse  it. 

Mr.  J.\cksox  :  Regarding  the  provision  of  the  classification 
amendment,  I  w-ould  like  to  ask  as  to  whether  it  will  protect  re- 
forestation, and  so  forth. 

Chairman  Lutz  :  That  question  will  be  in  order,  but  not  the 
continuance  of  the  other  discussion. 

Is  there  any  other  gentleman  who  wishes  to  speak  ? 

Mr.  Hunt  (Washington)  :  These  students  of  economy  have 
demonstrated  a  peculiar  ability  to  apply  the  results  of  their  study  to 
our  practical  problems.  I  have  one  thought  that  perhaps  they  will 
say  is  no  good,  and  perhaps  they  will  say  it  is  good,  and  I  would 
like  to  try  it  out  on  them. 

It  is  that  possibly  the  solution  of  the  problem  of  reforestation,  as 
it  may  be  affected  by  taxation,  is  in  our  own  hands,  by  the  using  of 
the  law  we  now  have.  The  law  says  property  shall  be  taxed  accord- 
ing to  its  value  in  money. 

I  have  personal  contact  with  a  number  of  assessors.  The  prac- 
tice in  this  state  is  for  the  assessors  to  fix  an  arbitrary  minimum, 
sometimes  a  dollar  an  acre,  sometimes  two  and  one-half  dollars  an 
acre,  but  an  arbitrary  minimum,  and  they  tax  no  land  less  than  that 
arbitrary  minimum.  It  would  seem  to  me  that  it  is  possible  to 
arrive  at  the  real  value  of  that  cut-over  land  in  money,  if  in  no 
other  w-ay  by  taking  the  value  of  the  matured  crop — perhaps  it  will 
be  fifty  years;  it  will  differ  in  different  localities;  but  take  a  locality 
where  it  will  take  fifty  years  to  grow  the  new  crop — take  the  value 
of  that  new  crop,  find  the  amount  of  money  which  at  the  prevailing 
rate  of  interest  will  equal  that  value,  then  modify  that  by  the  cost 
of  fire  protection  or  insurance  against  fire,  by  the  cost  of  taxes, 
credit  it  with  whatever  value  it  has  for  grazing  or  other  purposes. 
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and  there  we  will  arrive  at  the  amount  of  money  that  that  land  is 
worth,  because  if  one  should  buy  it  and  put  that  amount  of  money 
in  it,  he  would  receive  the  prevailing  rate  of  interest. 

If,  when  that  crop  was  half  grown,  or  at  any  time  in  the  history 
of  the  proceedings,  the  value  of  timber  changes,  the  calculation 
could  be  changed.     That  is  the  hazard  we  have  in  every  property. 

Now,  fortunately  in  this  state  —  I  am  speaking  of  the  State  of 
Washington,  that  is  the  only  state  I  am  familiar  with — we  have  the 
remedy,  it  seems  to  me,  in  our  own  hands,  because  we  have  a  State 
Tax  Commission  that,  although  it  is  young,  has  supervision  over 
every  assessor.  Numerous  cases  have  been  brought  to  its  attention. 
It  has  never  failed  to  give  a  fair  adjustment  as  far  as  I  know — and 
I  know  of  a  number  of  them.  In  every  case  it  has  given  a  fair 
adjustment  where  an  inequality  was  brought  to  its  attention.  They 
have  not  lacked  knowledge,  they  have  not  lacked  courage.  I  think 
if  this  matter  should  be  brought  properly  to  their  attention,  the 
remedy  lies  in  our  own  hands. 

Now,  students  who  are  wiser  than  I  can  tell  whether  that  is 
right  or  not. 

George  Lord  (^Michigan)  :  A  few  years  ago  it  was  my  honor  to 
head  a  tax  commission  of  inquiry  in  Michigan,  and  at  that  time  I 
gave  particular  attention  to  the  problem  of  forestation,  and  in  the 
few  minutes  I  have.  Mr.  Chairman  and  Gentlemen,  I  would  like  to 
point  out  some  of  the  conditions  we  found  there  in  an  ad-valorem 
state. 

In  many  of  the  timbered  districts  in  Michigan  we  found  that  the 
timber  owners  had  advertised  and  brought  in  a  number  of  settlers 
in  the  cut-over  sections  of  the  district.  Now,  if  you  were  to  pro- 
vide a  production  tax  in  such  a  district  as  that  it  would  result  in 
saddling  such  an  additional  burden  of  taxes  upon  these  poor  settler 
farmers,  who  usually  have  large  families,  that  it  would  result  in 
driving  them  out  of  their  farms  and  out  of  the  district  entirely. 
That  is  one  of  the  conditions  that  we  found  in  ^Michigan,  and  how  to 
overcome  it  I  do  not  know. 

Another  thing  we  found  in  connection  with  the  taxation  of  timber 
lands  was  that  in  the  local  assessments  of  that  kind  of  property  we 
found  heavy  assessments  levied  upon  timber  that  could  not  possibly 
be  reached  in  any  way  because  of  the  condition  of  the  territory  in 
which  the  timber  was  located.  In  other  wcTrds,  the  cost  of  building 
a  road  in  order  to  transport  the  timber  to  the  railroad  would  be 
more  than  the  timber  was  worth. 

Now,  how  to  overcome  a  condition  of  that  kind  I  don't  know. 
These  are  some  of  the  problems  that  we  found  in  Michigan. 

Now,  following  that  commission's  inquiry  we  adopted  this  way 
of  taxing  timber  lands  in  Michigan.     Soon  after  that  inquiry  was 
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made,  1  became  chairman  of  the  State  Tax  Department  of  our  state, 
and  it  became  my  duty  to  assess  on  review  large  tracts  of  timber 
land  containing  immense  quantities  of  hard  timber. 

First  of  all,  we  placed  these  timber  lands  in  zones,  as  Mr.  Fair- 
child  has  pointed  out.  Within  a  radius  of  one-half  a  mile  we  placed 
the  timber  in  Zone  1,  from  one-half  to  one  and  a  half  miles  in 
Zone  2,  and  over  one  and  one-half  miles  in  Zone  3.  We  then 
adopted  price  factors  for  the  feetage  of  timber  contained  in  these 
tracts,  and,  mind  you,  very,  very  exhaustive  investigation  was  made 
as  the  feetage  cruises  were  made  not  only  by  the  state  but  by  the 
owners  of  the  timber,  and  after  these  cruises  were  made  and  tlie 
factors  were  established  or  adopted,  comparisons  were  made  at  open 
meetings  with  the  timber  owners  as  to  the  number  of  feetage  con- 
tained in  each  tract  of  timber;  and  in  that  way  we  applied  these 
price  factors  to  the  different  classifications  of  timber  according  to 
the  zone  in  which  it  was  located,  and  also  applied  the  same  acreage 
value  to  the  cut-over  land  that  was  applied  to  all  cut-over  land  in 
that  district;  so  in  that  way  we  equalized  the  value  of  all  timber 
land  according  to  its  class  and  according  to  the  zone  in  which  it 
was  put. 

Now,  under  that  plan  of  taxing  timber  land  we  found  no  trouble 
whatever  with  the  owners  of  the  timber.  They  seemed  to  be  per- 
fectly well  satisfied,  and  perfectly  satisfied  to  pay  the  tax  under  an 
ad-valorem  system  upon  that  valuation  fixed  by  the  State  Tax  De- 
partment. 

Now,  those  are  some  of  the  things  that  we  found  in  Michigan 
and  that  you  will  find  in  all  timber  states. 

Now,  I  am  not  prepared  to  say  that  the  time  has  arrived  to  abol- 
ish the  ad-valorem  system  of  taxing  timber,  in  ad-valorem  states, 
and  going  to  the  production  system  of  taxing  timber.  I  am  not 
prepared  to  say  that  because,  as  I  said  before,  when  you  do  that  in 
many  of  the  districts  you  are  going  to  cause  great  suffering  to  the 
men  who  have  been  brought  in  there  to  farm  these  cut-over  lands, 
and  that  is  something  that  you  have  to  think  about.  These  men 
have  been  brought  in  there  under  inducements  by  the  owners  of  the 
timber  land,  and  you  cannot  by  any  system  of  taxation,  in  all  fair- 
ness, drive  these  men  out  from  their  homes  and  their  farms. 

Now,  that  is  my  opinion  about  this  proposition  to  change  from 
an  ad-valorem  system  of  faxing  timber  to  the  production  system  of 
taxing  timber. 

J.  E.  Frost  (Washington)  :  I  want  to  ask  pardon  from  this  audi- 
ence for  rising  again.  I  am  going  to  make  a  statement  that  is  well 
understood  with  the  people  of  the  Pacific  Northwest  and  that  may 
be  a  little  foreign  to  people  from  east  of  the  Cascade  Mountains. 

Lincoln  one  time  said  that  geography  was  the  curse  of  American 
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politics.  Geography,  perhaps,  is  the  curse  of  this  forest  situation. 
We  have  west  of  the  Cascade  Mountains  in  Washington  a  situation 
that  is  not  comparable  to  any  other  portion  of  the  United  States  so 
far  as  our  forests  are  concerned.  I  am  operating  a  rather  extensive 
logging  operation.  One  operation  is  in  timber  wherein  during  the 
past  year  we  have  sold  upon  the  open  market  a  little  better  than 
141,000  feet  to  the  acre,  or  approximately  ten  times  the  average 
amount  of  timber  produced  on  the  forests  east  of  some  of  the  Cas- 
cade ^Mountains  here,  about  75  or  80  miles. 

The  problem  of  reforestation  as  it  might  apply  to  Michigan  or 
Maine,  Minnesota  or  Louisiana  or  some  other  state,  is  not  the  prob- 
lem that  is  presented  here.  In  those  states  selective  logging  may  be 
practiced.  Here  it  is  impossible  to  do  that.  In  the  process  of  log- 
ging our  timber,  which  is  of  uniform  age,  everything  is  destroyed 
in  between.  We  take  every  tree.  I  am  logging  timber  that  is  349 
years  old.  The  tree  that  is  six  feet  on  the  stump,  counting  the 
annual  ring  growth,  is  349  years  old,  and  the  tree  18  inches  on  the 
stump  is  the  same  age.  The  seed  from  the  fir  and  cedar  and  spruce, 
as  growing  in  the  west,  will  not  germinate  in  the  dense  shade  of 
our  forests,  and  it  requires  the  removal  of  all  of  the  stands  of  timber 
so  as  to  let  the  air  and  sunshine  in  before  we  can  start  the  growth 
of  a  forest  to  replace  this. 

So  that  the  problems  we  have  here — I  want  to  call  your  attention 
to  that — are  not  the  problems  that  have  been  stated  so  far  in  this- 
matter  of  reforestation.  We  have  something  that  is  entirely  dif- 
ferent. 

Then,  answering  the  gentleman  from  Michigan,  the  lands  in 
Washington  that  are  susceptible  and  should  be  reforested  are  not 
lands  that  are  now  inhabited  by  farmers  of  any  kind  or  ever  can  or 
will  be,  so  that  we  haven't  that  situation  that  you  speak  of. 

C.  L.  Starr  :  Dr.  Fairchild,  just  to  clarify  one  statement  you 
made,  do  you  regard  the  yield  tax  as  applied  to  timber,  which  re- 
quires that  the  tax  be  paid  at  a  time  when  it  can  be  determined, 
and  that  all  to  be  collected  from  it  be  paid  at  that  time — do  you 
regard  that  as  a  subsidy  ? 

Fred  R.  Fairchild  :  Mr.  Chairman,  I  think  I  can  definitely  an- 
swer that  question  in  the  negative,  provided  the  rate  of  the  yield  tax 
is  so  calculated  as  to  be  equivalent  as  to  what  would  be  a  property 
tax  on  a  true  value  of  that  property  on  a  par  with  other  property. 
Of  course,  that  is  a  theoretical  answer  to  a  theoretical  question. 
The  practical  problem  of  developing  a  yield  tax  of  that  sort  and 
applying  it  is  fraught  with  difficulty,  and  I  hope  you  will  not  inter- 
pret my  answer  as  an  announcement  at  the  present  time  as  advocacy 
of  the  pure  yield  tax  in  lieu  of  all  other  taxation.  That  tax  would 
be  the  ideal  from  the  point  of  view  of  forest  growth;  it  would  re- 
24 
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move  all  of  these  obstacles  which  taxation  now  places  in  the  way  of 
reforestation,  and  I  have,  I  confess,  publicly  advocated  that  sort  of 
tax  some  twenty  years  ago  and  when  I  was  twenty  years  younger 
and  twenty  years  less  experienced  in  the  knotty  practical  difficulties 
of  this  problem. 

On  the  other  hand,  all  the  difficulties  of  the  irregularity  of  local 
revenue,  which  can  only  be  imperfectly  met,  and  above  all  the  prob- 
ably inflexible  attitude  of  public  opinion  against  exempting  from 
taxation  any  land  value,  whatever  you  think  theoretically,  I  doubt 
whether  our  legislatures  are  ever  going  to  exempt  from  taxation  the 
value  of  land,  so  that  the  device  which  has  lately  received  far  more 
favor,  and  has  actually  gone  into  legislation  in  many  states,  is  a 
more  moderate  yield  tax  at  the  time  forest  products  are  removed, 
plus  an  annual  tax  which  is  limited  to  the  value  of  the  particular 
land  only. 

I  know  it  would  be  interesting  if  I  could  go  ahead  now  and  advo- 
cate a  particular  plan  of  forest  taxation.  You  can  realize,  after  my 
laborious  attempts  to  square  my  position,  that  I  am  not  prepared 
now  to  do  that.  I  do  not  purpose  to  announce  conclusions  in  ad- 
vance of  my  study.     No  scientist  does  that,  not  even  an  accountant. 

Chairman  Lutz  :  We  have  just  a  few  minutes  more  for  this 
discussion  ?     Any  one  else  ? 

C.  L.  Starr:  I  would  just  like  to  ask  one  other  thing  to  make 
myself  clear.  Dr.  Fairchild:  If  a  land  tax  or  any  annual  tax  is  paid 
by  the  timber  or  on  the  land  on  w^iich  the  timber  is  grown,  should 
an  allowance  be  made  therefor  when  you  compute  the  percentage  of 
yield  tax  that  is  to  be  exacted? 

]\Ir.  Fairchild:  Yes,  most  certainly. 

Mr.  Starr  :  Thank  you. 

Chairman  I.utz  :  Any  further  discussion  ?  If  not,  we  must  leave 
this  very  interesting  and  important  topic  and  turn  to  another  which, 
like  the  poor,  we  have  always  with  us,  the  federal  income  tax. 

The  first  paper  on  this  part  of  the  program,  Simplification  of  the 
Federal  Income  Tax,  second  report  of  the  committee  headed  by 
Mr.  George  E.  Holmes,  will  be  abstracted  by  Mr.  Martin  Saxe  of 
New  York.  Mr.  Holmes  has  prepared  a  paper,  and  Mr.  Saxe  will 
not  undertake  to  read  all  of  the  paper,  as  I  understand,  but  simply 
to  give  us  some  of  the  high  lights  of  that  report.     Mr.  Saxe. 

Martin  Saxe  (New  York)  :  (Reading  paper  of  ^Ir.  George  E. 
Holmes) : 
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COMMITTEE  OF  SIMPLIFICATION  OF  THE 
INCOME  TAX 

A  Report  ox  the  Extent  to  which  Recommendations 

OF  the  Committee  were  Embodied  in  the 

Revenue  Act  of  1928 

BY   GEO.    E.    holmes,    CHAIRMAN 

It  is  not  the  purpose  of  this  report  to  claim  on  behalf  of  the 
National  Tax  Association  any  particular  credit  for  improvements  in 
our  federal  income  tax  system  evidenced  by  the  new  revenue  act. 
Many  of  the  recommendations  made  by  your  Committee  were  also 
made  by  other  bodies  and  were  ardently  supported  by  others  before 
both  houses  of  Congress.  As  a  matter  of  fact  your  Committee  did 
not  appear  before  any  legislative  group  to  urge  the  passage  of  its 
recommendations.  In  this  respect  it  followed  the  principle  that  the 
National  Tax  Association  merely  provides  a  forum  for  the  discus- 
sion of  tax  problems  and  a  means  of  recording  such  discussions  for 
the  perusal  of  those  who  may  be  interested.  To  actively  urge  the 
enactment  of  any  provisions  of  law  is  not,  we  believe,  an  activity 
of  the  Association  as  such.  Therefore,  it  may  be  that  other  cham- 
pions of  the  cause  of  simplification  are  entitled  to  the  credit  for 
those  changes  in  the  law  which  have  tended  towards  improvement. 
It  must  be  admitted  that  many  of  the  suggestions  made  by  your 
Committee  were  not  heeded,  or,  perhaps,  were  regarded  as  too  rad- 
ical to  be  adopted  at  this  time — a  judgment  for  which  we  were  not 
entirely  unprepared. 

It  is  interesting,  nevertheless,  to  note  that  many  recommendations 
were  considered  by  Congress  and  had  influence  in  shaping  the  new 
law.  Particularly  is  this  true  with  respect  to  the  new  form  of  the 
statute — a  major  recommendation  of  your  Committee. 

The  principal  feature  of  the  new  arrangement  of  the  law  is  the 
distribution  of  its  provisions  into  two  classes — general  provisions  of 
interest  to  most  taxpayers,  and  supplemental  provisions  of  interest 
to  special  classes  of  taxpayers  or  applicable  only  to  extraordinary 
transactions.  This  change  in  form  from  that  of  the  earlier  laws 
may  be  confusing  for  a  time  to  those  accustomed  to  find  in  certain 
positions  in  the  printed  copies  of  the  law  those  provisions  in  which 
they  are  interested.  This  objection  to  the  new  form,  however,  is 
not  serious  and  will  disappear  in  a  short  time.  The  table  of  con- 
tents, now  for  the  first  time  an  integral  part  of  the  Act,  renders  its 
contents  readily  accessible  to  the  reader.  It  is  predicted  that  ap- 
proximately 80%  of  the  taxpayers  who  will  file  returns  under  the 
new  Act  will  find  practically  all  the  provisions  of  interest  to  them  in 
the  first  twenty-three  pages  of  the  Act,  instead  of  being  required  to 
search  to  and  fro  through  the  entire  Act  as  required  in  the  past. 
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The  general  provisions  of  the  Act  contain  only  42  cross  references 
(as  compared  with  285  in  the  Revenue  Act  of  1926)  and  very  few 
are  not  sufficiently  self-explanatory  to  enable  the  reader  to  deter- 
mine at  once  whether  or  not  they  are  of  interest  to  him.  The  re- 
sult is  a  far  step  in  advance  toward  simplification  of  the  Act  for 
the  benefit  of  the  great  class  of  ordinary  taxpayers. 

The  various  sizes  and  styles  of  type  used  in  the  Act  is  an  inno- 
vation much  to  be  commended  and  one  which  marks  quite  a  depar- 
ture from  the  established  custom  of  enacting  federal  laws.  The 
credit  for  the  improvement  in  form  and  typography  should  be  given 
to  those  members  of  the  staff  of  the  Joint  Congressional  Committee, 
including  members  of  the  Bureau  of  Internal  Revenue,  and  the 
legislation  draftsmen  of  the  Senate  and  House  of  Representatives, 
who  courageously  undertook  to  redraft  the  law  with  a  view  to  show- 
ing Congress  the  advantages  of  the  present  form.  Without  that 
preliminary  work  the  new  form  would  not  have  been  considered. 

Your  Committee  recommended  that  the  income-tax  law  should  be 
contained  in  a  separate  Act,  dealing  solely  with  the  one  subject. 
While  this  recommendation  was  not  completely  followed,  a  long 
step  in  that  direction  was  taken.  Each  of  the  Acts  from  that  of 
1918  to  that  of  1926  re-enacted  all  the  provisions  of  the  preceding 
Act,  with  changes,  omissions  and  additions,  and  then  repealed  the 
preceding  Act.  The  result  was  confusion  and  complications.  The 
Revenue  Act  of  1928  is  infinitely  simpler  in  this  respect,  as  it  con- 
tains only  provisions  relating  to  1928  and  future  years.  It  is  grati- 
fying to  note  that  Congress  saw  the  importance  of  making  a  fresh 
start,  and  that  in  the  new  law  the  taxpayer  will  not  be  compelled  to 
wade  through  many  provisions  having  reference  only  to  preceding 
years  and  back  taxes.  The  Revenue  Act  of  1926  is  amended  and 
kept  in  force  for  the  purpose  of  governing  the  collection  of  back 
taxes. 

The  desire  to  simplify  the  new  law  has  led  to  one  temporary 
complication,  in  that  the  general  administrative  provisions  govern- 
ing the  collection  of  revenue  are  not  re-enacted  in  the  new  law  but 
are  still  contained  in  the  Revenue  Act  of  1926,  amended,  however, 
by  certain  provisions  of  the  new  law.  This  will  make  it  necessary 
for  the  time  being  to  consult  both  the  Revenue  Act  of  1926  and  the 
new  law  in  order  to  understand  these  provisions.  Simplification  in 
this  respect,  however,  is  promised  in  the  report  of  the  Senate  Com- 
mittee on  Finance,  which  states  that  it  is  planned  ultimately  to  com- 
bine all  general  revenue  provisions  including  those  relating  to  the 
Board  of  Tax  Appeals  and  general  administration  into  a  separate 
compilation  or  code.  It  is  to  be  hoped  that  this  important  work  will 
be  undertaken  at  once  and  enacted  into  law  at  the  next  session  of 
the  Congress. 

Your  Committee  expressed  its  strong  disapproval  of  retroactive 
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tax  legislation.  The  new  law  is  generally  retroactive  to  January  1, 
1928.  Many  of  the  retroactive  provisions  in  the  House  bill  were 
modified  or  eliminated.  It  is  encouraging  to  note  that  the  Senate 
Committee  on  Finance  apparently  regards  retroactivity  (beyond  the 
beginning  of  the  current  year)  generally  with  disapproval.  It  is  to 
be  hoped  that  this  all  too  frequent  practice  will  fall  into  disrepute 
and  that  some  day  we  may  find  revisions  of  the  law  taking  effect  in 
the  future  instead  of  the  past,  thus  giving  the  taxpayer  due  notice 
of  the  change  in  advance. 

Your  Committee  expressed  its  disapproval  of  the  growing  list  of 
exemptions  in  the  law.  Four  new  exemptions  are  added  this  year, 
■one  affecting  income  which  may  issue  from  public  utilites  and  accrue 
to  states  and  political  subdivisions,  another  exempting  teachers  in 
Alaska  and  Hawaii,  a  third  intended  to  encourage  the  sale  of  old 
ships  and  construction  of  new  ones,  and  a  fourth  affecting  foreign 
central  banks  of  issue.  The  growth  of  exemptions  is  not  a  desirable 
spectacle  in  any  tax  law,  especially  if  the  exemption  is  in  the  nature 
of  a  subsidy  to  a  particular  group  of  taxpayers,  and  the  hope  might 
te  expressed  that  Congress  will  look  with  increasing  disfavor  upon 
the  practice  of  increasing  the  number  of  instances  where  the  tax  is 
waived  for  some  ulterior  purpose,  no  matter  how  commendable  that 
purpose  may  be. 

Section  321  of  the  new  law  permits  the  deduction  from  succeed- 
ing installments  the  amount  overpaid  on  the  first  installment.  It  will 
be  recalled  that  the  only  remedy  under  the  1926  law  was  by  way  of 
refund,  a  procedure  which  your  Committee,  among  others,  severely 
criticized. 

Many  of  the  changes  in  the  law  hereinafter  referred  to  were  dis- 
cussed in  the  Committee's  report  and  are  along  the  lines  of  its 
recommendations,  although  not  always  conforming  precisely  thereto. 

The  definition  of  gross  income  and  deductions  from  gross  income 
were  not  materially  changed.  Inheritance  and  estate  taxes  are  al- 
lowed as  a  deduction  to  the  estate  only.  Taxes  assessed  against  local 
benefits  may  be  deducted  to  the  extent  that  they  may  be  properly 
allocable  to  maintenance  or  interest  charges. 

The  difiicult  questions  of  depreciation  and  depletion  in  the  cases 
of  life  tenant  and  remainderman  are  simplified  by  declaring  that  the 
life  tenant  shall  be  entitled  thereto  as  if  he  were  the  absolute  owner 
of  the  property,  —  that  is  in  accordance  with  the  estimated  useful 
life  of  the  property, — for  each  year  that  he  holds  the  property.  In 
the  case  of  trusts,  the  total  income  of  which  is  distributed  annually, 
the  beneficiaries  shall  divide  the  allowance  in  proportion  to  the 
shares.  If  the  trustee  is  required  by  the  terms  of  the  trust  to  keep 
the  property  intact  by  retaining  a  reasonable  amount  of  income  to 
cover  depletion  and  depreciation,  he  shall  have  the  allowance.  Pre- 
sumably in  the  case  of  discovery  depletion  the  allowance  should  be 
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taken  by  the  beneficiaries,  althouij:li  tlie  law   is  not  as  explicit  as 
might  be  desirable  on  this  point. 

In  the  case  of  casual  sales  of  real  property,  the  taxpayer  may 
deduct  a  reasonable  allowance  on  future  expense  liabilities  under 
certain  prescribed  conditions,  or  he  may  treat  the  sale  as  an  install- 
ment proposition  if  the  initial  payment  does  not  exceed  forty  per 
cent  of  the  selling  price. 

The  earned  income  credit  is  increased  to  a  maximum  of  $30,000 
but  the  method  of  calculation  remains  unchanged. 

Casual  sales  of  personal  property  for  a  price  exceeding  $1,000 
may  be  treated  as  installment  sales  if  the  initial  payments  do  not 
exceed  forty  per  cent  of  the  selling  price  (instead  of  25%  as  pro- 
vided by  the  prior  Act). 

The  statute  expressly  provides  that  if  a  taxpayer  elects  to  adopt 
the  installment  basis  for  reporting  income,  he  must  include  amounts 
received  in  the  year  of  transition  and  in  subsequent  years,  notwith- 
standing such  receipts  may  be  realization  of  income  theretofore  re- 
ported on  the  accrual  basis.  While  this  appears  to  be  taxing  the 
same  income  twice,  the  benefit  of  changing  to  the  installment  basis 
is  considered  sufficiently  great  to  ofifset  any  disadvantage  arising 
from  this  rule  which  is  now  embodied  in  the  statute  and  which  has 
heretofore  appeared  in  the  regulations.  No  change  in  this  provision 
of  law  is  made  for  past  years,  the  Congress  preferring  to  leave  the 
construction  placed  upon  the  1926  Act  by  the  Board  of  Tax  Ap- 
peals for  judicial  determination.  Some  difficulty  and  loss  of  rev- 
enue has  been  experienced  in  cases  where  installment  obligations 
have  been  distributed  as  liquidating  dividends  or  upon  death.  The 
new  law  contemplates  that  in  such  cases  the  transferror  shall  be  re- 
garded as  taxable  in  the  year  of  distribution  or  transmission  upon 
the  deferred  profits  represented  by  such  installment  obligations. 

The  Senate  Committee  on  Finance  states  that  since  the  install- 
ment basis  accords  the  taxpayer  the  privilege  of  deferring  the  re- 
porting at  the  time  of  sale  of  the  gain  realized  until  such  time  as  the 
deferred  cash  payments  are  made,  the  law  may  properly  terminate 
the  privilege  of  longer  deferring  the  profit  if  the  seller  at  any  time 
and  in  any  manner  disposes  of  his  right  to  receive  further  deferred 
payments.  The  experience  of  the  Treasury  Dej)artment  has  been 
that  this  right  to  terminate  the  privilege  of  reporting  on  the  install- 
ment basis  must  be  preserved  in  the  law  to  avoid  loss  of  revenue 
particularly  in  cases  of  death,  where  a  new  basis  is  taken  by  the 
recipient,  or  in  liquidation  of  a  corporation  when  the  profit  can  be 
shunted  into  the  class  of  capital  gains. 

It  also  provides  for  proper  adjustment  where  installment  obliga- 
tions are  disposed  of  for  other  than  face  value. 

The  changes  in  the  basis  for  gain  or  loss  may  be  summarized 
brieflv  as  follows : 
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In  case  of  the  sale  of  property  by  an  executor,  the  value  of  the 
property  at  the  date  of  decedent's  death  shall  be  the  base.  For 
past  years  a  complicated  rule  is  provided  which  apparently  is  in- 
tended to  prevent  the  Treasury  Department  from  the  opening  cases 
but  which  will  permit  the  taxpayer  to  do  so  if  desired. 

In  the  case  of  sale  of  property  by  a  beneficiary,  the  basis  shall  be 
the  value  at  date  of  decedent's  death  where  the  property  was  re- 
ceived under  a  specific  bequest  of  personalty  or  a  general  or  spe- 
cific devise  of  realty,  or  the  transmission  of  realty  by  intestacy;  in 
other  cases,  such  as  personal  property  transmitted  by  general  be- 
quest or  by  intestacy  or  in  the  distribution  of  property  purchased  by 
the  executor,  the  basis  is  the  value  of  the  property  when  received 
by  the  beneficiary.  In  the  case  of  revocable  trust,  the  basis  shall  be 
the  same  as  if  the  trust  instrument  had  been  a  will  executed  on  the 
day  of  the  grantor's  death. 

Under  the  Revenue  Act  of  1916  it  was  provided  that  in  the  case 
of  property  received  in  the  organization  or  reorganization  of  cor- 
porations, the  base  should  be  the  same  as  that  of  the  transferror, 
except  in  cases  where  the  property  consisted  of  stock  or  securities 
in  a  corporation  a  party  to  a  reorganization.  This  exception  was 
construed  to  mean  that  if  the  property  consisted  of  stock  or  secur- 
ities in  a  corporation  a  party  to  a  reorganization,  the  basis  should  be 
the  fair  market  value  of  the  property  at  the  date  of  acquisition  by 
the  corporation.  This  was  regarded  as  a  means  of  avoiding  tax  by 
reorganization,  and  while  the  Committee  on  Finance  expressed 
doubt  that  the  courts  would  construe  the  provisions  of  the  1926  Act 
so  as  to  permit  the  escape  of  revenue  under  these  circumstances,  the 
exception  referred  to  has  been  eliminated  from  the  new  law.  The 
law  still  requires  the  deduction  of  depreciation,  etc.,  '"  allowable  " 
under  any  income  tax  act  or  actually  sustained  prior  to  March  1, 
1913. 

The  very  difiicult  question  of  determining  taxable  profit  on  the 
sale  of  property  acquired  during  the  period  of  affiliation  of  two  or 
more  corporations  and  sold  thereafter  is  solved  by  delegating  to  the 
Commissioner  very  broad  powers  in  prescribing  regulations  under 
general  principles  of  the  statute.  This  delegation  of  semi-legisla- 
tive power  is  a  radical  step  which,  if  found  practicable,  may  result 
in  future  revenue  acts  being  drawn  along  broad  lines  of  general 
principles  and  reposing  a  quasi-legislative  power  in  the  administra- 
tive officers.  The  "  period  of  affiliation  "  referred  to  in  this  pro- 
vision is  that  prior  to  1922  during  which  the  filing  of  consolidated 
returns  was  mandatory,  and  the  years  subsequent  to  1921  when  the 
filing  was  optional,  if  in  the  latter  period  the  corporations  were 
affiliated  and  filed  consolidated  returns.  The  rule  after  1928  is  that 
the  Commissioner  shall  prescribe  the  rules  for  determining  the  tax- 
able liability  of  an  affiliated  group  both  during  and  after  the  period 
of  affiliation. 
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The  entire  subject  of  consolidated  returns  is  revised  and  new 
rules  laid  down  for  1929  and  subsequent  years.  All  members  of 
an  affiliated  s^roup  will  be  required  to  assent  to  the  regulations  to 
be  prescribed  by  the  Commissioner  in  order  to  obtain  the  privilege 
of  filing  a  consolidated  return.  The  Commissioner  is  given  com- 
plete authority  to  prescribe  such  regulations  as  he  may  deem  neces- 
sary in  order  that  the  tax  liability  of  the  group  as  a  whole  and  of 
each  member  may  be  determined  in  such  manner  as  clearly  to  re- 
flect the  income  and  prevent  avoidance  of  tax.  Notice  of  deficiency 
to  one  corporation  of  a  group  filing  a  consolidated  return  shall  sus- 
pend the  running  of  the  Statute  of  Limitations  with  respect  to  all. 
Consolidated  returns  shall  not  be  permitted  to  include  ordinary 
business  corporations  and  insurance  companies,  nor  embrace  for- 
eign corporations.  However,  100%  owned  subsidiaries  organized 
under  the  laws  of  a  contiguous  foreign  country  and  maintained 
solely  for  the  purpose  of  complying  with  the  laws  of  such  country 
as  to  title  and  operation  of  property,  may  be  treated  for  purpose  of 
consolidation  as  a  domestic  corporation. 

The  former  rule  of  95'/'  ownership  is  maintained  as  a  requisite 
for  affiliations,  but  is  limited  to  cases  where  the  ownership  is  through 
a  common  parent  corporation  owning  95%  of  the  stock  of  at  least 
one  subsidiary,  the  others,  if  any,  being  owned  to  the  same  extent 
by  the  parent  corporation  or  by  a  subsidiary.  Consolidation  will 
not  be  permitted  by  reason  of  common  ownership  by  the  same  in- 
terests. 

Special  provisions  for  1928  provide  that  affiliated  corporations 
may  file  a  consolidated  return.  The  return  for  1928  must  be  on  the 
same  basis  as  that  used  in  1927,  unless  permission  to  change  the 
basis  is  granted  by  the  Commissioner. 

Filing  consolidated  returns  will  be  optional  with  the  taxpayers 
entitled  to  the  privilege  but  consolidation  of  accounts  in  the  case  of 
two  or  more  trades  or  businesses,  owned  or  controlled  by  the  same 
interests,  may  be  required  by  the  Commissioner  if  he  determines  it 
is  necessary  in  order  to  prevent  evasion  of  taxes  or  clearly  to  re- 
flect net  income.  The  former  provision  requiring  him  to  consoli- 
date accounts  at  the  request  of  taxpayers  is  eliminated. 

The  general  rule  in  the  new  law  as  to  the  time  in  which  taxes  for 
1928  and  subsequent  years  must  be  assessed  is  two  years  after  the 
return  was  actually  filed,  except  (a)  in  the  case  of  a  false  or  frau- 
dulent return  when  no  time  limit  is  prescribed,  (b)  in  cases  where 
wavers  are  filed  before  the  expiration  of  the  period,  and  (c)  in 
cases  where  the  Commissioner  is  prevented  from  making  an  assess- 
ment after  sending  out  a  60-day  letter.  The  running  of  the  statute 
is  suspended  during  that  period  and  for  60  days  thereafter. 

The  suspension  of  the  running  of  the  statute  applies  in  any  event 
to  a  period  ending  60  days  after  the  final  decision  of  the  Board  of 
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Tax  Appeals  in  any  proceeding  in  respect  of  the  deficiency  placed 
on  the  docket  of  the  Board.  This  provision  is  intended  to  govern 
cases  where  the  Board  dismisses  the  proceeding  for  any  defect  in 
the  petition  or  v^ith  respect  to  the  time  in  which  it  should  be  filed 
and  in  other  cases  where  the  decision  of  the  Board  may  rest  on  a 
ground  apart  from  the  merits  of  the  case.  Under  such  circum- 
stances it  was  doubtful  if  the  running  of  the  statute  was  suspended 
under  the  1926  Act. 

Corporations  about  to  be  dissolved  may  request  a  prompt  assess- 
ment in  which  case,  and  under  the  circumstances  prescribed  in  the 
law,  the  assessment  shall  be  made  within  one  year  after  the  request 
is  made.  This  provision  will  be  helpful  in  determining  the  liability 
of  transferees  of  dissolved  corporations,  as  by  the  filing  of  such 
request  a  speedy  settlement  of  the  tax  of  the  transferror  may  be  had 
and  uncertainty  with  respect  to  the  liability  of  the  transferees  re- 
m.oved.  Some  doubt  having  arisen  as  to  the  liability  of  a  transferee 
under  the  present  law,  the  new  law  contains  express  provisions  with 
regard  thereto  and  prescribes  the  time  limit  within  which  proceed- 
ings must  be  taken. 

The  various  interest  provisions  of  the  law  are  gathered  together 
in  one  place  instead  of  being  scattered  as  in  the  former  law.  This 
improvement  in  form  was  highly  desirable  and  lends  assistance  to 
an  understanding  of  this  complicated  subject.  Unfortunately  there 
is  still  a  complication  in  rates  of  interest,  some  cases  being  6%  and 
others  127c  per  annum.  It  seems  desirable  that  the  interest  rate 
should  in  all  cases  be  on  a  commercial  basis  to  compensate  for  the 
delay  in  payment  and  should  not  be  used  for  ulterior  purposes,  such 
as  inflicting  additional  penalty. 

The  uncertainty  of  the  waiver  under  the  present  law  is  cured  by 
providing  that  the  waiver  must  be  filed  before  the  expiration  of  the 
statute  of  limitations.  Waivers  for  1928  and  subsequent  years  filed 
after  the  expiration  of  the  statutory  period  are  apparently  intended 
to  be  void  and  of  no  effect.  This  is  also  intended  with  respect  to 
waivers  filed  after  January  1,  1928,  covering  years  prior  to  1928, 
but  waiver  for  such  years  filed  after  the  enactment  of  the  law  and 
before  January  1,  1929,  are  expressly  declared  to  be  valid.  The 
validity  of  waivers  made  prior  to  the  enactment  of  the  Act  are  to  be 
determined  according  to  the  law  in  existence  at  the  time  such  waiv- 
ers are  filed. 

An  interesting  legal  question  is  raised  by  the  repeal,  as  of  Feb- 
ruary 26,  1926,  of  Section  1106  (a)  of  the  Revenue  Act  of  1926, 
which  provided  that  the  running  of  the  statute  should  not  only  bar 
the  collection  of  the  tax  but  also  extinguish  the  liability.  This  retro- 
active appeal  revives  taxes  which  have  been  declared  by  legislation 
not  to  exist.  It  amounts  in  effect  to  imposing  new  taxes  on  a  special 
group  of  taxpayers  and  the  selection  of  that  group  for  special  taxa- 
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tion  is  a  proceeding  open  to  much  criticism.  The  repeal  of  this 
provision  was  intended  to  open  the  way  for  another  new  provision 
which  asserts  that  in  cases  where  assessments  were  properly  made 
prior  to  June  2.  1924.  and  the  collection  of  any  part  thereof  was 
stayed  by  the  tiliui,^  of  a  claim  for  abatement,  the  Government  may 
collect  tile  amount  abated  within  one  year  after  the  enactment  of 
the  law,  notwithstanding  the  six-year  period  of  limitation  on  collec- 
tion has  expired.  This  result  is  accomplished  by  permitting  taxes 
to  be  recovered  in  ordinary  cases  on  the  ground  that  they  were  paid 
after  the  running  of  the  statute  but  denying  this  right  in  the  cases 
where  abatement  stayed  collection. 

On  the  whole  the  statutes  of  limitation  are  designed  to  bring 
about  a  more  prompt  extinction  of  tax  liability.  Among  the  new 
provisions  is  one  which  limits  the  Government  to  two  years  in  which 
to  recover  refunds  erroneously  made.  Formerly  the  Government 
could  sue  at  any  time  to  recover  refunds  on  the  ground  of  error. 

In  this  connection  it  is  interesting  to  note  the  new  provisions  of 
law  relating  to  closing  agreements.  Under  the  former  laws,  a  clos- 
ing agreement  could  be  entered  into  only  after  the  additional  tax, 
if  any,  or  the  refund,  if  any,  had  been  paid.  Generally  a  request 
for  a  closing  agreement  was  the  signal  for  an  intensive  re-examina- 
tion of  the  case  and  more  work  for  the  taxpayer  or  his  representa- 
tive. Under  the  new  provisions,  the  power  to  make  closing  agree- 
ments is  extended  to  any  officer  or  employee  of  the  Bureau,  includ- 
ing the  field  service,  so  authorized  by  the  Commissioner.  Closing 
agreements  may  be  made  on  any  point  in  the  case,  as  for  instance, 
depreciation  or  depletion,  and  do  not  have  to  wait  upon  the  com- 
plete audit  of  the  case  and  the  final  fixing  of  the  tax.  Under  this 
procedure  it  may  be  possible  to  arrange  for  the  final  settlement  of 
cases  point  by  point,  thus  making  steady  progress  towards  final  com- 
plete determination  of  tax  liability.  It  may  be  possible  to  do  this 
in  the  field  instead  of  at  Washington,  thus  accomplishing  a  sort  of 
decentralization,  leaving  only  disputed  points  to  be  argued  out  be- 
fore the  Bureau  or  Board  of  Tax  Appeals.  The  possibilities  of  this 
new  procedure  are  vast  and  important,  and  may  go  far  towards 
correcting  the  delay  and  congestion  now  existing  in  the  Bureau  and 
the  Board.  It  is  hoped  and  believed  that  the  Bureau  and  taxpayers 
will  cooperate  fully  to  bring  these  provisions  to  full  fruition  in  the 
settlement  of  cases. 

Your  Committee  made  the  following  recommendations  on  which 
no  action  was  taken  : 

(a)  That  periods  of  limitation  on  the  time  for  making  assess- 
ments, filing  refund  claims,  etc.,  be  broadly  measured  by  the  end  of 
a  calendar  year,  rather  than  from  a  particular  date; 

(b)  That  Section  220  should  be  revised,  and  the  tax  imposed 
thereunder  should  be  made  reasonable  in  amount ; 
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(c)  That  sustained  depreciation,  obsolescence,  amortization  and 
depletion  should  be  that  which  was  actually  allowed  instead  of  that 
which  has  been  "  allowable  " ; 

(d)  That  the  present  earned  income  provision  should  be  abol- 
ished and  other  provision  be  made  for  equalizing  the  burden  on 
earned  incomes,  especially  by  a  reduction  in  the  surtax  brackets 
between  $20,000  and  $75,000;' 

(e)  That  the  several  rates  of  normal  tax  and  the  several  rates  of 
surtax  be  consolidated  into  one  graduated  series  of  rates; 

(i)  That,  coupled  with  (e),  dividends  be  made  subject  to  normal 
as  well  as  surtax,  and  be  deductible  by  the  corporation ; 

(g)  That  worthless  debts  be  deductible  in  the  year  they  are  ascer- 
tained to  be  worthless,  whether  charged  off  or  not ; 

(h)  That  contributions  be  treated  as  exemptions  from  tax  and 
not  as  deductions  from  net  income ; 

(i)  That  the  personal  exemption  be  measured  in  terms  of  tax 
instead  of  terms  of  net  income ; 

(j)  That  withholding  on  so-called  "tax-free"  covenant  bonds 
should  be  abolished ; 

(k)  That  the  allowance  of  a  specific  credit  of  $2,000  (now 
$3,000)  to  corporations  with  incomes  not  exceeding  $25,000  should 
be  abolished; 

(1)  That  consolidated  returns  should  be  allowed  where  the  owner- 
ship is  less  than  95%  and  preferred  stock  should  be  eliminated  from 
consideration  whether  voting  or  non-voting. 

DoxALD  Arthur 

F.  Morse  Hubbard 
Albert  E.  James 
Robert  N.  ^Iiller 
Hugh  Satterlee 

G.  E.  Holmes.  Cliainnan 

Chairman  Lutz  :  Before  passing  to  the  next  speaker  I  am  asked 
to  announce  that  the  sub-committee  on  resolutions  will  meet  at  the 
close  of  this  session  in  the  private  room  opposite  the  registration 
desk,  and  that  the  full  committee  on  resolutions  will  meet  in  the 
same  place  at  the  close  of  the  afternoon  session. 

A  discussion  of  the  revenue  act  will  be  continued  by  Mr.  E.  C. 
Alvord.  special  assistant  to  the  Secretary  of  the  Treasury,  who  will 
give  us  some  further  comments. 

E.  C.  Alvord  (Special  Assistant  to  the  Secretary  of  the  Treas- 
ury) : 
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COMMENTS  ON  THE  REVENUE  ACT  OF  1928  AND  THE 
POSSH^HJTIES  OF  FUTURE  SIMPLIFICATION 

ELLSWORTH   C.  ALVORl) 
Special  Assistant  to  the  Secretary  of  the  Treasury 

Mr.  Chairman  and  Members  of  the  Conference: 

The  National  Tax  Association  has  a  record  of  which  all  of  its 
members  may  be  justly  proud.  The  effect  of  its  sound  suggestions 
and  constructive  criticisms  has  been  felt  practically  since  the  Asso- 
ciation first  came  into  existence.  Its  officers,  both  past  and  present, 
have  made  substantial  contributions,  frequently  at  tremendous  per- 
sonal sacrifices,  toward  establishing  and  maintaining  proper  methods 
for  raising  Government  revenues.  I  assure  you  that  I  deem  it  a 
high  honor  indeed  to  have  the  opportunity  to  attend  the  Twenty-first 
Conference  of  the  Association. 

I  have  been  asked  to  present  to  you  comments  on  the  Revenue 
Act  of  1928  and  the  possibilities  of  future  simplification  of  the  fed- 
eral income-tax  system.  The  subject  is  susceptible  of  treatment  in 
one  sentence,  somewhat  as  follows:  "The  Revenue  Act  of  1928, 
accomplishing  a  tax  reduction  for  the  first  full  year  of  its  operation 
of  approximately  $222,000,000,  and  containing  many  substantive  and 
administrative  provisions  of  interest,  was  approved  by  the  President 
of  the  United  States  on  May  29,  1928  of  this  year."  Or,  hours,  days, 
months — even  a  lifetime — could  well  be  devoted  to  it. 

However,  in  order  to  assure  you  of  an  opportunity  to  obtain  your 
lunch  at  the  customary  hour,  I  have  submitted  to  your  Secretary,  in 
accordance  with  his  request,  a  copy  of  the  remarks  I  am  supposed 
to  submit  to  you.  In  the  thirty  minutes  allotted  to  me,  I  shall  do  no 
more  than  attempt  hastily  to  give  you  some  indication  as  to  what 
you  may  find  in  reading  the  official  report  of  your  Conference. 

Outline  Analysis  of  Possibilities  of  Simplification 

It  seems  to  me  that  any  discussion  of  the  possibilities  of  future 
simplification  should  be  prefaced  by  at  least  a  general  analysis. 
Accordingly,  I  have  made  three  divisions : 

(1)  Simplification  of  Form; 

(2)  Simplification  of  Substantive  Provisions;  and 

(3)  Simplification  of  Administration. 

Before  entering  into  a  discussion  of  the  possibilities,  however,  I 
desire  to  request  that  my  statements  be  not  accepted  as  dogmatic 
assertions.  If  adequate  and  satisfactory  solutions  had  already  been 
found,  the  subject  would  not  be  worthy  of  your  time  nor  of  mine. 
I  doubt  if  any  one  appreciates  a  lack  of  omniscience  more  than  those 
of  us  charged  directly  with  work  upon  federal  taxes.  I  shall  be 
very  pleased  if  I  do  nothing  more  than  present  to  you  a  possible 
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analysis  which  may  assist  somewhat  in  suggesting  and  guiding  fur- 
ther study  and  thought  and  in  obtaining  the  benefits  of  your  con- 
clusions. 

Simplification  of  Form 

Very  largely  as  a  result  of  the  work  of  your  Committee  on  Sim- 
plification of  the  Federal  Income  Tax,  the  Joint  Committee  on  In- 
ternal Revenue  Taxation  recommended  an  entirely  new  form  for 
the  Revenue  Act  of  1928.  This  form  was  adopted.  A  brief  ex- 
planation may  assist  somewhat  in  avoiding  the  confusion  necessarily 
consequent  upon  the  abandonment  of  familiar  section  numbers. 

The  rearrangement  is  based  upon  four  fundamental  propositions : 

First,  that  a  decided  step  toward  simplification  could  be  accom- 
plished merely  by  mechanical  changes  in  printing.  Accordingly, 
bold-face  type  is  used  to  set  out  descriptive  headings  of  sections  and 
subsections,  and  a  new  system  of  paragraphing  and  indentation  pro- 
duces a  helpful  separation  of  sections,  subsections  and  paragraphs. 

Second,  that  the  provisions  of  the  income  tax  could  properly  be 
divided  into  two  classes:  (a)  those  which  applied  to  the  ordinary 
transactions  of  the  ordinary  taxpayer;  and  (b)  those  which  applied 
to  the  extraordinary  taxpayer,  or  to  the  extraordinary  transactions 
of  an  ordinary  taxpayer.  The  first  class  of  provisions  is  applicable 
to  about  80%  in  number  of  our  taxpayers.  These  provisions  have 
been  arranged  so  that  this  large  group  of  taxpayers  could  find  prac- 
tically all  the  provisions  of  interest  to  them,  without  wading  through 
the  entire  statute  for  fear  that  there  may  be  something  there  affect- 
ing them.  The  provisions  of  the  second  class  have  been  grouped 
together  and  placed  in  supplements,  following  the  general  provis- 
ions. In  the  supplements  will  be  found,  for  example,  the  provisions 
relating  to  estates  and  trusts,  partnerships,  insurance  companies, 
non-resident  aliens,  foreign  corporations,  income  from  possessions 
of  the  United  States,  China  Trade  Act  Corporations,  and  the  pro- 
visions affecting  the  extraordinary  transactions  of  the  ordinary  tax- 
payer, such  as  capital  net  gains  and  losses,  reorganization  provis- 
ions, consolidated  returns,  withholding  at  the  source,  etc. 

Much  criticism  has  been  heaped  upon  the  arrangement  of  form  of 
prior  revenue  laws,  mostly  in  ignorance  or  disregard  of  the  practical 
situation.  The  Revenue  Bill  of  1918  as  reported  by  the  Committee 
on  Ways  and  Means,  it  seems  to  me,  presented  a  logical  and  accep- 
table arrangement.  Amendments  during  its  enactment,  together  with 
additions  by  the  Revenue  Acts  following,  however,  had  produced,  it 
must  be  admitted,  a  decidedly  illogical  arrangement.  Prior  to  the 
1928  Act,  an  adequate  opportunity  had  not  been  presented  for  a  re- 
arrangement. The  mechanical  processes  of  producing  the  change 
involved  a  tremendous  amount  of  time  and  labor.  It  is  probable 
that  no  two  men  would  ever  agree  upon  the  details  of  any  arrange- 
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ment.  To  Mr.  Beanian.  the  Legislative  Counsel  of  the  House  of 
Representatives,  must  go  the  credit  for  the  rearrangement.  The 
rest  of  us  stand  ready,  however,  to  shoulder  the  criticisms  which 
undoubtedly  will  be  forthcoming,  and  as  the  target  for  your  torrent 
of  invectives  as  you  find  yourself  unable  to  put  your  fingers  upon 
familiar  provisions. 

Third,  the  next  fundamental  conclusion  upon  which  the  present 
form  of  the  1928  Act  was  based  is  that  the  time  had  come  for  a 
divorcing  of  the  past  from  the  future.  Prior  Revenue  Acts  had 
accumulated,  by  process  of  re-enactment  and  amendments,  the  more 
important  administrative  provisions  of  each  of  the  preceding  Acts. 
The  effort  was  a  commendable  one,  for  in  the  1926  Act,  for  ex- 
ample, will  be  found  the  procedural  provisions  relating  to  the  col- 
lection and  assessment  of  taxes  for  earlier  years,  as  well  as  those 
relating  to  the  new^  taxes  imposed  for  1925  and  subsequent  years  by 
the  1926  Act.  I  need  do  no  more  than  invite  attention  to  Sections 
277 ,  278,  283  or  284,  however,  to  point  out  the  resulting  complica- 
tions. Frankly,  the  thought  of  attempting  to  make  the  necessary 
revisions  in  Section  283  was  one  of  the  most  important  factors  con- 
tributing to  the  cause  for  the  divorce.  The  Income  Tax  Title  of 
the  1928  Act,  accordingly,  carries  with  it  only  those  procedural 
provisions  applicable  to  the  taxes  imposed  by  it,  and  the  taxpayer  in 
the  settlement  of  his  taxes  for  1928,  or  any  subsequent  year,  will 
not  be  forced  through  the  irritatmg  complexities  of  interest  only  to 
the  taxpayer  settling  his  taxes  for  1927  or  a  prior  year.  The  pro- 
visions of  the  1926  Act,  except  to  the  extent  that  they  are  specifi- 
cally repealed  or  amended  by  the  1928  Act,  remain  in  full  force  and 
eft'ect.  Many  of  them  will  be  applicable  only  to  taxes  for  years 
prior  to  1928.  I  believe,  however,  that  you  will  permit  me  to 
caution  you  that  many  of  the  provisions  found  in  the  Revenue  Act 
of  1926,  particularly  those  in  Title  XI,  are  of  general  application 
and  will  be  applicable  to  taxes  imposed  by  the  1928  Act  or  any 
future  act,  just  as  many  of  the  provisions  of  the  old  Revised  Stat- 
utes are  applicable. 

Fourth,  that  the  Revenue  Act  of  1928  should  contain,  so  far  as 
possible,  only  provisions  applicable  to  the  income  tax.  Accordingly, 
the  estate  tax  and  the  miscellaneous  taxes  have  been  omitted  and 
the  amendments  necessary  have  been  segregated  in  one  title  of  the 
1928  Act.  The  taxpayer  interested  in  an  estate  tax  or  miscellaneous 
tax  question,  accordingly,  must  turn  to  the  Revenue  Act  of  1926, 
and  to  the  amendments  found  in  Title  II  of  the  1928  Act. 

It  is  recognized  that  criticisms  will  come  from  those  whose  visions 
have  contemplated  the  finding  of  all  the  law  between  the  covers  of 
one  book.  However,  this  has  never  been  possible  and  may  never  be 
possible.  I  have  never  yet  met  a  taxpayer  or  his  attorney  in  Wash- 
ington for  the  purpose  of  settling  a  1918  case  who  was  armed  only 
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with  a  1926  Act.  Your  worries  may  possibly  be  appeased  somewhat 
by  the  statement  that  a  compilation  is  about  ready  to  go  to  press 
giving  a  complete  table  of  cross-references  for  use  with  the  1928 
Act  and  giving  all  the  taxing  provisions,  together  with  their  ad- 
ministrative provisions. 

The  difficulties  you  have  found  in  the  complexities  of  our  internal 
revenue  laws  are  common  to  all  of  us.  The  Treasury  and,  I  think 
I  may  state,  the  Committees  of  Congress,  and  the  Legislative  Coun- 
sel of  the  House  and  Senate,  recognize  and  appreciate  your  situa- 
tion and  the  causes  of  your  complaints.  It  is  hoped  that  the  sim- 
plifications in  the  form  of  the  Revenue  Act  of  1928  will  be  accep- 
tible  and  prove  of  material  assistance. 

Simplification  of  Substantive  Provisions 

The  possibilities  of  simplification  of  the  substantive  provisions  of 
our  income  tax  may  perhaps  be  presented  by  a  consideration  of  some 
of  the  more  important  suggestions.  I  deny  any  relation  between 
the  importance  of  the  suggestion  and  the  priority  in  which  it  is  dis- 
cussed. 

(1)   Substitution  of  Xew  Policies. 

To  the  extent  that  we  find  policies  capable  of  simple  expression 
and  administration  as  substitutes  for  the  provisions  of  the  present 
law,  we  can  expect  real  simplification.  I  do  not  believe  that  anyone 
has  the  attitude  of  the  Commissioner  of  Patents  who  resigned  shortly 
after  the  Civil  War  giving  as  his  reason  the  fact  that  substantially 
everything  worth  while  had  already  been  invented. 

One  of  the  suggestions  which  contains  exceptional  opportunities 
for  simplification  is  that  of  an  optional  tax  on  gross  income.  The 
very  wording  of  the  suggestion  indicates  that  we  are  not  to  drop 
the  present  complexities,  but  merely  that  a  path  is  to  be  built  around 
them.  If  a  man  whose  income  consists  almost  entirely  of  a  salary, 
for  example,  could  elect  to  pay  as  his  tax  a  specified  percentage  of 
his  gross  income,  in  lieu  of  the  computations  now  required  of  him, 
and  if  he  would  not  thereby  assume  a  greater  tax  burden,  the  car- 
toonist preparing  for  the  March  fifteenth  papers  would  be  compelled 
to  look  further  for  his  caricature.  Enough  work  has  not  yet  been 
possible  to  determine  whether  the  suggestion  has  enough  merit  to 
permit  its  recommendation. 

Again,  we  have  frequently  heard  the  statement  that  the  computa- 
tion of  our  taxable  net  income  should  be  made  to  conform  more 
nearly  to  sound  accounting  principles  and  practices.  With  our  tax 
rates  not  so  exorbitant  as  to  be  the  vital  factor  in  determining  and 
controlling  business  transactions,  the  suggestion  is  appealing.  Al- 
though I  have  not  had  an  opportunity  to  see  an  enumeration  of  all 
the  provisions  to  which  this  suggestion  could  be  considered  as  ap- 
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plicable,  there  has  not  been  mucli  encouragement  in  the  instances 
cited.  For  one  reason  or  another,  the  proposal  was  considered  im- 
possible. But  there  must  be  opportunities  for  its  application,  and 
the  Treasury  would  welcome  the  results  of  further  thought. 

The  fact  that  in  the  past  many  of  the  substitute  policies  are  advo- 
cated by  persons  primarily  interested  in  a  resulting  reduction  in 
their  tax  burden  might  darken  somewhat  the  i)ossil)ilities  of  the 
future.  But  certainly  our  revenue  system  offers  an  exceptionally 
attractive  field  for  serious  research.  The  ideas  of  students  of  taxa- 
tion have  not  been  exhausted. 

(2)  Elimination  of  Special  Provisions. 

Our  income-tax  law  contains  admittedly  an  excessive  number  of 
special  provisions  granting  exemptions,  deductions,  and  privileges. 
The  advocate  of  theoretical  simplification  decides  that  these  pro- 
visions should  be  eliminated.  Frequently,  his  conclusion  is  stated 
in  general  terms.  Occasionally,  he  enumerates  a  few  of  the  par- 
ticular provisions  which  he  has  decided  are  excessive.  In  either 
case,  the  practical  job  of  "  eliminator  "  is  intrusted  to  and  imposed 
upon  someone  else,  sometimes  with  even  a  failure  to  admit  that 
others  might  not  agree  w'ith  him  upon  the  deletable  provisions.  I 
venture  to  suggest  that  there  is  no  provision  in  the  Revenue  Act, 
the  policy  of  which  has  no  proponent.  Personally  I  see  little  oppor- 
tunity for  simplification  along  the  lines  of  this  suggestion.  I  sug- 
gest, rather,  that  efforts  be  directed  in  the  future  toward  the  defeat 
of  special  provisions  of  the  type  discussed  as  they  are  advocated 
from  time  to  time. 

(3)  Elimination  of  Surplus  Language. 

It  has  been  suggested  that  well-directed  efforts  toward  the  elimi- 
nation of  surplus  language  in  our  income-tax  laws  would  be  pro- 
ductive of  considerable  simplification.  I  have  no  doubt  but  that 
words  and  phrases  in  large  number  can  be  removed  without  chang- 
ing in  the  slightest  the  legal  effect  of  the  statute.  However,  I  have 
one  word  of  caution  to  suggest  and  one  request  to  make  to  the 
person  undertaking  the  job:  You  are  about  to  perform  a  delicate 
but  most  important  operation  and  several  months  of  intense  appli- 
cation will  be  demanded,  granting  that  you  are  fully  qualified  and 
equipped.  And  I  would  ask  for  an  opportunity  to  examine  the 
result. 

(4)  Prescribing  a  General  Rule,  Leaving  the  Application  for  the 
Courts. 

It  has  been  said  that  Congress  and  the  draftsmen  of  our  federal 
law  err  seriously  in  the  attempt  to  "  cover  too  many  details,"  and 
that  this  effort  is  one  of  the  essential  contributing   factors  to  the 
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complexities  of  the  law.  The  last  portion  of  the  charge  is  un- 
doubtedly true.  Before  meeting  the  issue  involved  in  the  first  part 
of  the  charge,  however,  let  us  consider  briefly  the  suggested  substi- 
tute, that  the  statutes  prescribe  merely  the  important  general  rules 
and  leave  the  application  of  those  rules  to  the  courts.  To  me,  this 
suggestion  involves  the  advisability  of  transferring  the  legislative 
function  from  Congress  to  the  courts.  General  rules  always  sound 
simple  and  right.  It  seldom  stands  the  acid  test,  however.  Even  a 
hasty  consideration  of  its  possible  application  will  usually  cause  its 
exponent  to  admit  of  exceptions.  Should  Congress  or  the  courts 
determine  what  those  exceptions  should  be?  It  is  recognized,  of 
course,  that  the  courts  must  and  do  legislate,  and  it  is  usually  ad- 
mitted that  such  legislation,  if  properly  confined,  is  necessary  and 
permissible.  I  would  suppose  that  as  our  Constitution  now  stands, 
the  general  tendency  would  be  to  narrow  the  sphere  of  judicial 
legislation. 

Furthermore,  it  is  rather  difficult  to  see  just  what  simplification 
would  actually  be  produced.  Personally,  as  a  lawyer,  with  an  eye 
to  business  possibilities  only,  I  would  be  willing  indeed  to  see  the 
experiment  tried.  I  am  inclined  to  think  that  the  entire  body  of 
lawyers,  if  they  were  to  consider  only  the  prospects  of  litigation, 
would  whole-heartedly  endorse  the  recommendation.  For  certainly 
no  taxpayer  could  determine  the  proper  application  of  the  law. 
Upon  the  expiration  of  a  sufficient  period  of  time,  we  would  find 
ourselves  with  a  statute  in  general  terms,  with  a  vast  number  of 
administrative  interpretations,  with  endless  issues  and  contentions 
presented  by  taxpayers,  and  with  a  countless  number  of  court  de- 
cisions. My  imagination  is  incapable  of  painting  a  more  deplorable 
picture  of  delays,  uncertainties,  reopenings  and  reversals,  refunds, 
and  deficiency  letters. 

(5)   Prescribing  a  General  Rule,  Leaving  its  Details  to  Admin- 
istrative Regulations. 

A  second  substitute  has  been  suggested,  under  which  Congress 
would  prescribe  a  general  rule,  leaving  to  the  administrative  offi- 
cials the  legislative  power  to  prescribe  regulations  covering  its  ap- 
plication or  non-application  to  the  large  number  of  related,  and  yet 
disconnected,  situations.  This  suggestion  has  possibilities,  but  I 
would  hesitate  to  advocate  its  general  adoption.  The  principle  has 
been  recognized  and  followed  by  Congress  in  numerous  instances, 
most  of  them  outside  the  field  of  taxation.  The  most  important 
recognition  in  our  tax  laws  is  the  section  dealing  with  consolidated 
returns  for  the  taxable  year  1929  and  thereafter,  Section  141  of  the 
Revenue  Act  of  1928.  I  believe  that  there  are  also  many  other 
rather  limited  fields  in  which  this  principle  could  be  applied  legiti- 
mately. However,  the  soundness  of  the  suggestion  depends  almost 
25 
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entirely  upon  the  individuals  in  whom  the  power  is  placed.  With 
our  changing  personnel  and  our  inability  to  retain  men  of  integrity 
qualified  by  experience  and  education,  1  would  hesitate  to  advocate 
a  very  general  extension  of  the  principle. 

This  may  be  the  proper  time  to  point  out  in  passing  that  those 
who  think  of  simplification  as  reduction  in  bulk  will  find  little  en- 
couragement in  the  two  suggestions  just  discussed.  To  me,  how- 
ever, there  is  little  of  interest  in  any  suggestion  unless  it  points 
toward  a  more  efiicient  and  effective  method  of  determining,  once 
and  for  all,  tax  liabilities.  I  would  suppose  that  the  taxpayer's 
Utopia  will  not  be  discovered  until  every  person  called  upon  to  con- 
tribute to  the  Government  is  given  a  statute  under  which  he  can 
compute  with  absolute  certainty  the  exact  extent  of  that  contribu- 
tion immediately  upon  the  close  of  the  taxable  period,  or,  better  yet, 
immediately  upon  the  beginning  of  the  taxable  period. 

Simplification  of  Administration 

As  long  as  we  are  compelled  to  extract  from  taxpayers  more  than 
$2,000,000,000  annually  by  means  of  an  income  tax,  we  must  expect 
to  have  varying  policies  applicable  to  varying  transactions.  Our 
income-producing  transactions  are  admittedly  complicated.  An  an- 
swer to  the  tax  liability  resulting  from  varying  and  complicated 
transactions  must  be  found  somewhere.  This  means  a  complicated 
income-tax  law,  whether  you  resort  to  the  statute  or  to  regulations 
or  to  court  decisions  to  find  the  answer.  I  see  no  escape  from  it. 
The  statement,  which  is  accepted  almost  as  a  truism,  that  "  a  law  is 
no  better  than  its  administration,"  has  been  repeated  frequently  dur- 
ing the  present  conference.  If  I  appear  pessimistic  over  the  possi- 
bilities for  the  simplification  of  the  substantive  provisions,  however, 
I  am  honestly  and  enthusiastically  optimistic  over  the  possibilities 
for  simplification  of  the  administration.  To  this  extent  I  feel  justi- 
fied in  holding  out  to  you  real  hopes  for  future  simplification. 

T.\xEs  Must  be  Settled  Administratively 

The  collection  of  taxes  is  properly  an  administrative  function. 
Unfortunately,  we  found  ourselves  forced  last  year  to  face  the 
realization  that  much  of  the  burden  had  been  transferred  to  the 
courts  and  the  Board  of  Tax  Appeals.  For  example,  more  than 
19,000  cases  had  accumulated  at  that  time  before  the  Board  of  Tax 
Appeals,  involving  deficiencies  of  over  half  a  billion  dollars.  Liti- 
gation was  becoming  a  substitute  for  administrative  settlement.  A 
field  of  administration  had  been  turned  into  a  legal  battleground. 
A  survey  of  the  administration  of  the  income  and  profits  taxes  was 
made  last  summer,  showing  the  status  as  of  June  30.  1927.  This 
survey  was  presented  to  the  Joint  Congressional  Committee  on  In- 
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ternal  Revenue  Taxation  and  has  been  incorporated  as  Volume  III 
of  the  committee's  report.  Copies  of  this  survey  are  still  available, 
I  believe,  to  those  interested  and,  accordingly,  it  will  be  unnecessary 
for  me  to  repeat  any  of  the  facts  or  statistics  included  in  it.  A  de- 
tailed statement  of  the  status  as  of  June  30,  1928  will  be  found  in 
the  report  of  the  Secretary  of  the  Treasury  to  be  submitted  to  Con- 
gress in  December  of  this  year  and  will  be  available  at  that  time  to 
anyone  desiring  to  give  further  study  to  the  subject.  It  is  possible 
at  this  time  to  give  only  a  few  of  the  more  important  and  general 
conclusions.  I  am  sure  that  it  is  unnecessary  for  me  to  add  that 
to  me  the  conclusions  given  are  amply  substantiated. 

Neither  the  Government  nor  the  taxpayer  can  afford  to  rely  upon 
litigation  for  the  determination  of  tax  liabilities.  New  problems 
are  presented  daily  for  decision.  The  complexity  of  the  problems 
makes  their  presentation  extremely  difficult  and  costly.  A  decision 
four  years  from  now  will  be  of  no  value  as  a  precedent  for  the 
action  which  must  be  taken  today.  The  number  of  cases  reopened, 
mostly  because  of  court  decisions,  frequently  equals,  and  at  times 
exceeds,  the  number  of  cases  closed.  And,  more  important  than 
any  of  the  other  considerations,  taxpayers  are  entitled  to  know  with 
certainty  their  true  tax  liabilities  within  a  reasonably  short  period 
of  time.  After  a  very  careful  review  of  the  entire  situation,  the 
Treasury  under  the  guiding  hands  of  Secretary  Mellon  and  Com- 
missioner Blair,  has  embarked  upon  a  very  serious  attempt  to  return 
to  the  settlement  of  tax  cases  by  administrative  methods.  It  is  not 
supposed  that  all  litigation  can  be  removed.  In  tax  cases,  just  as  in 
other  cases,  there  are  proper  and  necessary  resorts  to  litigation.  It 
is  believed,  and  the  experience  of  the  past  year  has  amply  justified 
the  belief,  however,  that  a  very  large  percentage  of  the  cases  can  be 
fairly  and  finally  settled  by  administrative  action. 

The  Special  Advisory  Committee 

In  order  to  provide  an  agency  for  the  consideration  of  questions 
of  fact,  a  committee  was  created  a  year  ago  known  as  the  Special 
Advisory  Committee.  The  Committee  is  directly  under  the  Com- 
missioner of  Internal  Revenue  and  independent  of  the  audit  sections 
of  the  Income  Tax  Bureau.  Facing  an  accumulation  of  over  19,000 
cases  before  the  Board  of  Tax  Appeals,  it  was  imperative  to  confine 
the  Committee  almost  exclusively  to  the  consideration  of  cases  in 
which  petitions  had  been  filed  with  the  Board  of  Tax  Appeals. 
Many  questions  of  fact  must  depend  upon  the  application  of  sound 
judgment.  Exact  proof  is  impossible.  Valuations,  depreciation,  de- 
pletion, obsolescence,  reasonable  salaries,  bad  debts,  represent  a  few 
of  the  types  of  problems  which  we  might  well  admit  are  incapable 
of  mathematically  correct  computation.  Again,  taxpayers  frequently 
produce  adequate  proof  of  facts  after  a  deficiency  letter  has  been 
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mailed  wliich,  ii  presented  to  tlie  Bureau,  would  have  resulted  in  a 
very  different  determination.  The  Special  Advisory  Committee  is 
ready  and  willing  to  meet  taxpayers  in  a  fair  and  informal  confer- 
ence in  an  attempt  to  reach  an  agreement  upon  the  facts  involved 
in  their  case.  The  functioning  of  the  Committee  during  the  year  of 
its  existence  is  to  me  a  very  satisfactory  substantiation  of  tlie  fact 
that  there  is  an  extensive  tield  open  for  the  final  and  expeditious 
administrative  settlement  of  a  large  class  of  cases. 

The  Review  Division  of  the  Gener.\l  Counsel's  Office 

The  success  of  the  experiment  of  the  Special  Advisory  Com- 
mittee has  led  to  the  recent  establishment  of  a  new  division  in  the 
office  of  the  General  Counsel  for  the  Bureau  of  Internal  Revenue, 
known  as  the  Review  Division.  This  division  is  intended  to  handle 
cases  involving  questions  of  law  or  mixed  questions  of  law  and  fact, 
in  a  manner  similar  to  that  in  which  the  Special  Advisory  Com- 
mittee has  functioned  with  respect  to  fact  cases.  The  field  is  prob- 
ably more  narrow  and  the  problems  more  difficult.  Nevertheless, 
there  is  a  real  opportunity  and  the  Treasury  is  confident  that  the 
division  will  function  successfully. 

Other  Changes 

Other  changes  in  administrative  procedure  have  been  made  in  the 
past,  which  have  contributed  and  will  contribute  in  a  large  measure 
to  the  proper  administrative  settlement  of  tax  cases.  These  changes 
are  discussed  in  detail  in  the  Survey  and  in  the  report  of  the  Sec- 
retary. In  addition,  the  Treasury  is  making  a  very  determined  effort 
to  retain  its  best  personnel,  trained  by  years  of  experience  and 
possessing  the  essential  qualifications — for  if  the  success  of  the  law 
depends  upon  its  administration,  the  administration  can  be  no  more 
effective  than  the  administrative  personnel  permits.  A  change  in 
the  form  of  deficiency  letters,  so  as  to  set  out  more  clearly  the  exact 
points  of  difference  between  the  Government  and  the  taxpayer,  has 
been  adopted  and  should  assist  effectively  in  narrowing  the  issues 
involved,  and  sincere  efforts  are  being  directed  toward  assuring 
better  and  more  accurate  deficiency  determinations. 

Plans  for  the  Future 

It  is,  of  course,  impossible  to  predict  at  this  time  the  opportunities 
for  further  extensions  of  the  present  Treasury  policies.  I  can 
assure  you,  however,  that  the  present  experiments — and  it  is  frankly 
admitted  that  we  are  experimenting — are  all  being  attempted  with  a 
view  toward  the  future.  Those  observing  the  experiments  and 
analyzing  the  results  feel  confident  that  the  future  holds  real  op- 
portunities. 
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Settlement  as  Distinguished  from  Compromise 

In  order  that  any  possible  misapprehension  may  be  removed,  it  is 
perhaps  advisable  to  point  out  that  there  is  a  very  clear,  well-detined 
distinction  between  the  settlement  of  cases,  as  outlined  above,  and 
the  compromise  of  cases.  The  Treasury  does  not  propose  to  com- 
promise an  admitted  tax  liability  by  the  acceptance  of  the  payment 
of  a  smaller  amount  (except,  of  course,  as  in  the  past,  in  cases  of 
insolvency).  A  tax  liability  having  been  finally  determined  must 
be  paid.  On  the  contrary,  the  policy  of  the  administrative  settle- 
ment of  tax  cases  is  applicable  only  to  the  determination  of  the  tax 
liability,  in  accordance  with  the  law  and  the  regulations. 

The  Present  Situation 

The  numerous  inquiries  which  I  have  received  during  meetings 
of  the  Association  lead  me  to  risk  the  inclusion  in  this  paper  of  a 
few  of  the  statistics  indicating  the  present  status  of  the  administra- 
tion of  our  income  and  profits  taxes. 

The  fact  that  the  Bureau  of  Internal  Revenue  is  practically  cur- 
rent in  its  work  may  again  be  illustrated  by  the  situation  as  of  June 
30,  1928.  On  that  date  there  were  but  2,481  cases  pending  in  the 
Unit  for  the  years  1917  to  1921,  inclusive.  The  total  number  of 
returns  for  the  years  1917  to  1925,  inclusive,  pending  before  the 
Unit  was  less  than  135,000.  There  are  now  pending  less  than  one- 
half  of  the  number  of  back-year  cases  pending  a  year  ago.  Again, 
it  should  be  pointed  out  that  only  a  very  small  number  of  these 
cases  have  been  pending  for  any  substantial  period.  By  far  the 
greater  percentage  of  them  are  cases  which  have  once  been  closed 
and  have  been  reopened  during  the  year  by  the  filing  of  claims. 

The  present  situation  with  respect  to  the  cases  pending  before  the 
Board  of  Tax  Appeals,  and  the  results  of  the  efforts  of  the  past 
year,  are  very  encouraging.  A  total  of  7,089  cases  was  disposed  of 
last  year,  as  compared  with  5,256  during  the  preceding  year.  Of 
the  total  number  disposed  of  3,497  were  closed  by  stipulations,  as 
compared  with  2,682  stipulations  during  the  previous  year.  The  net 
increase  in  the  cases  pending  before  the  Board  was  3,158,  as  com- 
pared with  the  net  increase  for  the  previous  year  of  approximately 
6,000.  For  the  first  time  since  the  creation  of  the  Board,  the  num- 
ber of  cases  disposed  of  by  it  exceeded,  for  three  of  the  last  twelve 
months,  the  number  of  petitions  filed  by  the  Board. 

We  must  admit  that  the  Treasury  is  still  confronted  with  a  tre- 
mendous imdertaking.  The  job  is  not  finished.  In  fact,  the  return 
to  the  administrative  settlement  of  tax  cases  is  but  begun.  Never- 
theless, the  progress  of  the  past  year  permits  of  real  hope  for  the 
future. 
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Provisions  of  thk  1928  Act  Applicai!lk  to  Aijministrative 
Settlement 

As  stated  above,  the  Survey  was  presented  to  the  Joint  Committee 
of  Congress  by  the  Treasury  and  to  the  Congress  by  the  Joint  Com- 
mittee. In  addition,  the  existing  situation  and  the  Treasury  pro- 
posals were  discussed  in  detail  before  the  Joint  Committee,  the  Com- 
mittee on  Ways  and  Means  of  the  ?Iouse  of  Representatives,  and 
the  Committee  on  Finance  of  the  Senate.  Very  little  was  necessary 
in  the  way  of  legislation  in  order  effectively  to  carry  out  the  Treas- 
ury plans.  The  administrative  settlement  of  tax  cases,  however,  will 
be  aided  materially  by  three  provisions  of  the  Revenue  Act  of  1928. 

Section  606  of  the  new  Act  provides  a  simple  method  for  clos- 
ing agreements.  Under  this  section  any  taxpayer  may  enter  into 
an  agreement  ■^vith  the  Commissioner  of  Internal  Revenue,  or  an 
official  designated  by  the  Commissioner,  for  the  closing  once  and 
for  all  of  his  tax  liability  for  any  year,  or  of  any  issue  involved 
therein.  This  agreement,  when  approved  by  the  Secretary  of  the 
Treasury,  is  absolutely  final  and  binding  upon  all  administrative 
offices,  upon  the  Board  of  Tax  Appeals,  and  upon  the  courts,  unless 
fraud,  malfeasance  or  misrepresentation  of  a  material  fact  is  shown. 

As  a  result  of  the  activity  of  the  Bureau  of  Internal  Revenue, 
5,269  cases  were  closed  last  year  by  closing  agreements,  as  compared 
with  the  1.400  cases  closed  by  closing  agreements  for  the  entire 
preceding  period.  Under  the  provisions  of  Section  606.  it  may  be 
confidently  predicted  that  many  more  cases  would  be  closed  finally. 
The  procedure  of  the  Bureau  in  entering  into  closing  agreements  is 
very  fair  and  does  not  subject  the  taxpayer  to  extraordinary  exam- 
inations or  re-audits.  Inasmuch  as  the  Treasury  collects  in  de- 
ficiencies much  more  than  is  paid  out  in  refunds,  the  advantages  of 
closing  agreements  are  strongly  in  favor  of  the  taxpayer.  The 
Treasury  is  very  hopeful  that  the  constant  reopening  of  cases  and 
the  continued  filing  of  claims  will  be  very  materially  reduced  as  a 
result  of  the  general  acceptance  of  the  closing  agreement  principle. 

As  a  result  of  the  provisions  of  Section  608  of  the  Revenue  Act 
of  1928  there  will  be  no  administrative  reopening  of  claims  after 
the  period  of  limitation  on  the  bringing  of  a  suit  for  refund  has 
expired.  In  order  to  make  unnecessary  the  filing  of  a  large  number 
of  cases  involving  points  already  in  litigation  in  pending  cases,  this 
section  permits  a  reopening  if.  prior  to  the  running  of  the  .statute, 
the  Commissioner  and  the  taxpayer  have  entered  into  an  agreement 
in  writing  that  the  case  will  be  governed  by  the  final  decision  in 
one  or  more  named  cases  then  pending  before  the  Board  of  Tax 
Appeals  or  the  courts.  In  this  connection  it  might  also  be  worth 
while  to  invite  your  attention  to  the  provisions  of  Sections  607  and 
610,   inclusive,   which   prescribe  the   effect   of   the   running  of  the 
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statute  of  limitations.  Briefly,  it  is  provided  that  any  amount  paid 
by  the  taxpayer  after  the  bar  of  the  statute  against  the  Government 
will  be  considered  an  overpayment,  and  that  any  amount  refunded 
by  the  Government  after  the  bar  of  the  statute  against  the  taxpayer 
will  be  considered  an  erroneous  refund,  to  be  recovered  by  suit 
brought  within  two  years  from  the  date  of  the  refund. 

A  third  provision  offering  real  opportunities  for  final  administra- 
tive settlement  of  cases  will  be  found  in  Section  605.  Under  the 
amendment  made  by  this  section,  changes  in  regulations  or  treasury 
decisions  may,  in  proper  cases,  be  applied  without  retroactive  effect. 

The  Part  of  the  Taxpayer 

I  am  sure  that  it  will  be  recognized  that  the  success  of  the  Treas- 
ury's eft'orts  must  depend  to  a  very  great  extent  upon  the  attitude 
of  the  taxpayers.  Unless  taxpayers  are  ready  and  willing  to  co- 
operate, the  return  to  administrative  settlement  will  be  impossible. 
A  better  presentation  of  their  case  to  the  Bureau  of  Internal  Rev- 
enue will  very  frequently  result  in  an  immediate  closing  rather  than 
a  deficiency  letter.  A  willingness  to  settle  upon  a  basis  fair  to  him 
and  to  the  Government  is  essential.  If  the  taxpayer  seeks  fair  play, 
he  must  play  fairly.  At  the  same  time  he  should  appreciate  and 
recognize  the  Treasury's  position.  The  Treasury  is,  in  effect,  a 
trustee  for  all  the  taxpayers.  It  must  settle  his  case  only  in  accord- 
ance with  the  law,  the  regulations  and  the  facts.  It  must  apply  the 
law  and  the  regulations  to  all  taxpayers  without  discrimination.  If 
he  is  truly  interested  in  the  closing  of  his  case,  I  think  that  he  will 
now  find  an  administrative  agency  to  which  he  may  go,  and  where 
he  will  always  find.  I  hope,  courteous  and  fair  treatment. 

Francis  N.  Whitney  (New  York)  :  May  I  ask  one  question  as 
to  the  new  committee  which  will  have  jurisdiction  over  the  peti- 
tioners appearing  before  the  Board  of  Tax  Appeals:  Does  the 
Government  take  the  initiative,  or  is  the  taxpayer  at  liberty  to  ask 
for  consideration  of  the  case  or  cases  in  the  particular  tax  appeals 
which  have  been  presented  by  petition  of  the  taxpayers  ? 

Mr.  Alvord  :  We  are  doing  it  in  both  ways.  Cases  which  are 
being  scheduled  for  hearing  are  presented  to  the  committee,  they 
are  reviewed,  and  if  there  appears  in  any  of  the  cases  an  oppor- 
tunity for  settlement,  the  taxpayer  is  advised  in  order  that  the  settle- 
ment may  be  effected  before  the  expenses  for  the  hearing  have  been 
incurred.  The  taxpayer  may  also  request  that  his  case  be  trans- 
ferred to  the  proper  committee,  either  the  fact  committee  or  the  law 
committee.  However,  it  is  necessary,  for  the  present,  at  least,  not 
to  give  to  the  taxpayer  the  absolute  right  to  insist  upon  the  transfer 
of  his  case. 
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Mr.  Whitney:  I  understand  he  has  no  right,  and  these  com- 
mittees are  set  up  to  dispose  of  the  cases  which  perhaps  may  be 
meritorious  or  may  not  and  that  if  there  are  found  in  any  petitions 
which  come  to  the  committee  vital  principles  are  involved,  then  they 
remain  on  the  calendar  of  the  Board  of  Tax  Appeals.  That  is  my 
understanding. 

Mr.  Alvord:  That  is  right,  sir. 

Edwin  E.  Wakefiklu  (Massachusetts)  :  I  would  like  to  ask  Mr. 
Alvord  if  it  is  intended  where  a  case  has  been  before  the  special 
advisory  committee,  where  a  question  of  law  is  splitting  a  point  be- 
tween the  taxpayer  and  the  committee,  it  may  then  possibly  be  taken 
up  with  the  solicitors'  committee,  and  after  having  been  dismissed 
by  the  special  advisory  committee  ? 

Mr.  Alvord:  In  the  classification  that  you  describe  I  assume  that 
the  question  of  law  is  really  the  determinative  question  ? 

Mr.  Wakefield:  Yes. 

Mr.  Alvord  :  In  that  case  it  is  expected  that  a  representative  of 
the  law  division,  the  review  division,  will  be  called  in  to  sit  with 
the  committee  of  the  special  advisory  committee  in  order  to  settle 
the  case.  If  the  advisory  committee  has  not  gone  to  such  an  extent 
that  it  would  be  a  waste  of  time  to  transfer  the  case,  then  the  case 
would  be  transferred  to  the  review  division,  but  if  in  any  particular 
case  there  have  been  no  representatives  appear  before  the  solicitors' 
committee,  then  the  case  might  be  in  order  for  further  consideration 
by  that  committee. 

Mr.  Wakefield:  Yes,  sir. 

Chairman  Lutz  :  I  want  to  announce  a  brief  meeting  of  the 
executive  committee  of  the  National  Tax  Association  in  the  room 
to  the  right  at  the  close  of  the  session. 

J.  F.  ZoLLER  (New  York)  :  How  does  the  taxpayer  find  out 
whether  or  not  he  can  get  his  case  before  this  special  advisory  com- 
mittee when  it  is  pending  before  the  board  of  tax  appeals — an  in- 
formal application  ? 

Mr.  Alvord  :  Merely  an  informal  application  to  the  Commissioner 
will  be  sufficient.  That  application  will  be  considered,  the  case  re- 
viewed and  the  taxpayer  advised. 

Mr.  Zoller  :  Doesn't  a  taxpayer  have  a  chance  to  go  down  and 
present  it  to  the  advisory  committee,  or  do  they  act  upon  it  in  the 
absence  of  the  taxpayer? 

Mr.  Alvord:  After  the  case  has  come  under  the  jurisdiction  of 
the  committee  or  before? 
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Mr.  Zoller:  I  am  trying  to  get  the  procedure.  Now,  for  ex- 
ample, I  have  a  small  case  pending,  say,  before  the  board  of  tax 
appeals;  the  answer  has  been  filed  by  the  Commissioner;  the  peti- 
tion has  been  made.  Now,  there  is  a  proper  question  of  fact  and 
there  isn't  very  much  involved,  and  this  taxpayer  hasn't  any  money 
to  waste.  Now,  how  will  that  taxpayer  proceed  to  find  out  whether 
or  not  he  can  get  some  consideration  before  this  special  advisory 
committee?  How  are  we  going  to  get  that  case  over  there  or  find 
out  if  we  cannot  get  it  over  there? 

Mr.  Alvord:  If  that  sounds  like  a  proper  case — and  there  are  a 
large  number  of  cases  like  that — a  letter  to  the  Commissioner  will 
be  sufHcient. 

Mr.  Zoller:  Then  what  will  the  Commission  do? 

Mr.  Alvord  :  Personal  application ;  personal  request. 

Mr.  Zoller:  Go  down  yourself? 

Mr.  Alvord  :  Go  down  yourself  if  you  want  to ;  it  is  not  necessary. 

Mr.  Zoller  :  Now,  do  you  know  that  the  greatest  criticism  I  have 
to  make  against  the  department  is  that  they  don't  answer  letters.  I 
have  written  several  letters.  I  thought  I  was  entitled  to  an  answer. 
They  simply  ignore  the  letter.  They  don't  answer;  and  therefore  I 
have  lost  faith  in  writing  letters  about  anything  down  there.  I  as- 
sume this,  perhaps,  is  a  different  situation,  where  it  would  be  given 
consideration. 

Now,  I  assume  that  this  department  is  very  busy  and  has  a  great 
deal  to  do,  and  they  cannot  always  answer  letters,  although  if  that 
is  so,  I  think  it  is  unfortunate.  In  regard  to  small  matters  of  cases 
pending  now,  for  example,  I  will  give  you  an  illustration :  I  got  a 
determination  of  an  examination  for  three  years  where  the  exam- 
ination covered  four.  For  some  reason,  I  don't  know,  they  only 
covered  the  three  years  instead  of  four.  I  could  not  see  any  reason 
why  we  should  not  save  time  and  take  up  the  four  years,  because 
they  were  examined  at  one  time,  and  it  was  really  necessary  to  take 
up  the  four  years  because  certain  deductions  were  allowable  in  one 
of  the  four  years  but  you  could  not  necessarily  tell  which  one,  and 
perhaps  it  didn't  make  much  difference,  so  I  wrote  the  department 
about  a  month  ago  and  asked  why  we  could  not  receive  a  determina- 
tion of  the  fourth  year,  along  with  the  three,  and  I  never  had  a 
reply  to  that.  There  may  be  a  perfectly  good  reason.  I  am  not 
saying  there  is  not,  but  I  think  they  should  reply  and  tell  the  tax- 
payer the  reason. 

Mr.  Alvord  :  I  will  agree  with  you,  Mr.  Zoller.  I  trust  your  ex- 
periences are  not  general.  In  the  number  of  letters  that  go  to  my 
ofiice  there  are  at  least  some  answered. 
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Chairman  Lutz  :  Any  further  question  or  discussion  on  this 
subject? 

Fraxcis  X.  Whitnky:  Again,  in  reference  to  these  review  com- 
mittees, if  a  case  is  on  the  board  of  tax  appeals  and  being  reviewed 
by  tlie  laws  or — is  it  Fischer's  committee  ? 

Mr.  Alvori)  :  Tliat  is  right. 

Mr.  Whitney:  If  they  are  being  reviewed,  do  they  notify  the 
taxpayer  ? 

Mr.  Alvord  :  Yes,  sir. 

Mr.  Whitney:  But  not  necessarily.  1  suppose  they  can  review 
them  simply  on  their  own  motion  and  then  reach  a  conclusion.  Do 
they  reach  that  conclusion  before  they  advise  the  taxpayer,  or  is  he 
invited  to  sit  in  at  the  conference? 

Mr.  Alvord:  I  take  it  you  mean  the  conference  determining 
whether  or  not  the  case  can  be  settled  ? 

Mr.  Whitney:  Yes. 

Mr.  Alvord:  Not  whether  they  should  take  jurisdiction  of  the 
case? 

Mr.  Whitney:  Not  the  question  of  jurisdiction.  Whether  or  not 
the  case  can  be  settled.     Is  the  taxpayer  always  notified? 

Mr.  Alvord  :  The  taxpayer  or  his  representative  is  always  noti- 
fied, I  believe. 

Mr.  Whitney:  That  the  committee  is  about  to  review  that  case? 

Mr.  Alvord:  That  is  right,  sir. 

Mr.  Whitney:  And  he  would  have  an  opportunity  to  appear  at 
the  time  of  review? 

Mr.  Alvord:  That  is  right,  sir. 

Mr.  Whitney:  And  sit  in  at  the  time  that  his  matter  is  being 
discussed? 

Mr.  Alvord:  It  is,  of  course,  absolutely  necessary  for  an  oppor- 
tunity to  appear  before  the  committee  before  any  taxpayer  would  be 
willing  to  settle  his  case,  I  believe. 

Mr.  Whitney:  But  I  assume  there  must  be  some  cases  over 
which  the  committee  will  take  jurisdiction,  that  they  can  dispose  of 
themselves.     They  will  see  that  error  has  been  made. 

Mr.  Alvord  :  Cases  where  there  are  patent  mathematical  errors, 
those  are  picked  out  without  calling  the  taxpayer  in. 
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Mr.  Whitney:  I  was  not  confining  my  inquiry  entirely  to  mathe- 
matical errors,  but  where  there  has  been  a  misconception  or  mis- 
interpretation of  the  statute,  which  is  recognized  by  the  committee. 
I  assume  they  can  on  their  own  motion  correct  that,  that  they  do  not 
have  to  call  in  the  taxpayer,  and  that  it  is  corrected  and  then  the 
taxpayer  is  notified.     I  presume  that  that  is  what  you  do? 

Mr.  Alvord  :  I  think,  probably.  I  am  not  certain  on  that  ques- 
tion, but  I  would  suppose  the  question  would  be  taken  up  with  a 
representative  of  the  general  counsel's  ofifice  before  it  comes  before 
the  board  of  tax  appeals,  in  order  for  him  to  determine  what  answer 
he  will  make  to  the  case. 

Chairman  Lutz  :  Any  further  discussion  ? 

(Motion  duly  made  and  seconded  that  the  session  adjourn.) 

(Ayes  and  Noes.     Motion  carried.) 

(Session  adjourned.) 
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Chairman  Lutz:  The  Conference  will  come  to  order,  please. 
We  have  at  the  outset  this  afternoon  a  report  of  a  committee  of  the 
National  Tax  Association  on  the  Simplification  and  Standardization 
of  State  Business  Taxes. 

The  second  division  of  the  afternoon  program  is  a  round-tal)le 
discussion  on  state  income  taxes. 

It  may  be  well  at  this  time  to  indicate  the  remainder  of  the  sched- 
ule for  the  day.  The  program  as  announced  here  is  all  that  will  be 
undertaken  at  the  afternoon  session.  This  evening,  upon  tlie  con- 
clusion of  the  discussion  of  Reciprocity  in  Inheritance  Taxation 
and  the  Estate  Tax  versus  the  Share  Tax.  if  we  may  use  those 
terms,  we  shall  proceed  to  the  business  meeting  of  the  National  Tax 
Association,  at  which  the  Treasurer's  report  is  heard,  the  report  of 
the  Committee  on  Resolutions  is  presented  and  dealt  with,  and  the 
election  of  officers  of  the  Association  for  the  ensuing  year,  invita- 
tions for  the  next  year,  and  other  miscellaneous  business.  Those 
matters  will  come  at  the  conclusion  of  the  formal  part  of  the  pro- 
gram this  evening.  I  hope  that  none  of  you  will  find  it  necessary 
to  take  trains  so  early  that  you  cannot  stay  and  participate  in  the 
discussion  of  the  resolutions  and  the  other  business  that  may  come 
before  the  National  Tax  Association. 

For  the  fir.st  part  of  the  program  this  afternoon  Dr.  C.  W.  Ger- 
stcnberg  of  New  York  City  will  present  the  report  of  the  committee. 

C.  W.  Gerstexi'.erg  (New  York)  :  The  report  is  printed  and  is 
on  the  table,  and  we  will  ask  everybody  to  take  a  copy  with  them 
and  read  it  during  the  year. 

The  first  report  that  we  made  pointed  out  some  of  the  difficulties 
in  the  taxation  of  business,  the  reasons  for  it,  and  last  year  we  gave 
a  resume  of  what  had  been  done.  This  year  we  submit  the  two 
model  bills  that  had  been  drafted  by  a  committee  some  years  ago 
and  that  had  been  discussed  at  two  separate  Conferences.  There 
was  another  committee  which  made  a  report  on  the  allocation  frac- 
tion, and  the  allocation  fraction  provisions  of  that  committee  were 
substituted  for  the  original  allocation  fraction  provisions  in  the 
original  draft.  The  bills  as  you  will  find  them  are  ])rinted  and  avail- 
able.    The  only  available  copies  that  most  of  us  had  were  printed 
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some  years  ago  in  a  bulletin,  and  then  reprinted,  and  I  think  Mr. 
Holcomb  had  a  few  copies  only  left,  so  that  it  seemed  advisable  to 
reprint  them  at  this  time. 

You  will  find  in  the  notes  at  the  bottom  of  the  page  references  to 
the  proceedings  of  the  previous  conferences  showing  what  sugges- 
tions were  made  and  what  criticisms  were  made  to  those  bills,  and 
that  really  is  the  work  that  has  been  done  by  your  committee  this 
year,  beginning  together  everything  that  has  been  done  on  this 
subject  up  to  the  present  time  and  putting  it  in  the  form  of  a  single 
pamphlet,  so  that  the  committee,  however  it  is  constituted  from  this 
on,  has  all  the  material  that  is  necessary  to  work  with  to  draft  such 
a  bill.  I  don't  think  it  is  necessary  to  read  even  the  short  report. 
If  anybody  has  any  questions  to  ask  about  the  report  I  will  be  glad 
to  answer  those  questions. 

Chairman  Lutz  :  Does  any  one  wish  to  ask  the  chairman  of  the 
committee  a  question  regarding  his  report  or  the  work  of  the  com- 
mittee in  the  past  year? 

May  I  ask  a  question,  Mr.  Gerstenberg :  I  notice  in  the  latter  part 
of  this  reprint  various  omissions,  page  21,  for  example,  quite  a 
number  of  sections,  which  are  simply  listed  without  reference. 
Does  that  mean  that  the  appropriate  material  is  identical  with  that 
in  the  first  part  of  the  draft  and  is  not  repeated? 

Mr.  Gerstenberg  :  Yes.  I  think  the  most  interesting  thing  is  to 
find  out  just  how  the  business  income  tax  differs  from  the  personal 
income  tax,  so  we  read  the  original  draft  of  the  personal  income 
tax  that  compared  with  the  business  income  tax,  and  where  they 
were  identical  we  omitted  it  and  simply  gave  you  the  reference  to 
the  personal  income  tax.  By  reading  the  business  income-tax  law 
you  will  find  out  what  is  different  from  the  personal  income-tax  law. 

Chairman  Lutz:  Is  there  any  other  question  anyone  desires  to 
ask  of  Dr.  Gerstenberg?  Any  comment  on  the  report  which  he 
has  read  ? 

Mr.  Gerstenberg:  Perhaps  I  ought  to  say,  Mr.  President,  if  this 
is  sent  out  it  ought  to  be  sent  out  with  a  letter  of  transmittal  which 
will  explain  the  ideas  back  of  it.  That  was  contained  in  our  report 
last  year;  but  I  suppose  most  people  would  not  care  to  take  down 
their  volume  of  proceedings  and  read  that  report  over  again.  I 
think  in  the  course  of  a  two-page  letter  we  could  explain  the  phil- 
osophy of  the  whole  thing. 

Chairman  Lutz  :  Is  there  any  further  discussion  ? 

Charles  J.  Tobin:  Is  it  proper  at  this  time  to  carry  through 
what  the  committee  suggests  about  this  report  being  sent  to  tax  ad- 
ministrators in  the  country? 


398  NATIONAL  TAX  ASSOCIATION 

Chairman  Lutz  :  As  I  understaiul  it,  the  committee  merely  of- 
fered a  suggestion. 

Mr.  Tobin  :  Would  it  be  in  order  to  make  a  motion — 
Chairman  Lutz  :  A  motion  is  in  order. 

Mr.  Tobin:  —that  that  be  carried  through?  If  it  is  in  order, 
I  make — 

Mr.  Gerstenberg:  May  I  make  a  suggestion  on  that  point?  If 
you  make  a  motion,  let  us  make  the  motion  referring  it  to  the  exec- 
utive committee.  Just  let  the  executive  committee  decide  on  the 
question  of  whether  that  shall  be  done,  because  I  don't  think  you 
are  going  to  have  time  to  go  into  that  question  now. 

Chairman  Lutz:  Have  we  a  motion? 

Mr.  Tobin:  I  move  the  recommendation  be  referred  to  the  exec- 
utive committee  for  action. 

C.  P.  Link  :  Motion  seconded. 

Chairman  Lutz  :  Is  there  any  discussion  ? 

(No  response) 

(Ayes  and  Noes.     Motion  carried) 

REPORT  OF  COMMITTEE  ON  STANDARDIZ.\TION  AND- 
SIMPLIFICATION  OF  BUSINESS  TAXES 

c.  w.  gerstenberg,  chairman 

The  first  report  of  this  Committee,  as  at  present  constituted,  was 
presented  at  the  Conference  in  Philadelphia  in  1926.  That  report 
concerned  itself  with  the  evils  of  unstandardized  business  taxation 
by  the  States,  to  relieve  which  the  work  of  this  Committee  is  de- 
signed. The  second  report  was  rendered  in  1927  at  Toronto.  It 
concerned  itself  with  an  historical  survey  of  what  had  been  done  by 
the  National  Tax  Association  to  further  the  aims  of  this  committee. 

A  motion  was  carried,  informally,  at  the  1927  Conference  that 
was  not  binding  on  the  Association,  to  devote  an  entire  day  of  the 
present  conference  to  the  discussion  of  the  several  clauses  of  model 
income  tax  bills.  The  program  does  not  provide  the  entire  day, 
and  wisely,  because  the  Committee  has  not  been  able  to  devote  the 
amount  of  time  to  the  preparation  of  a  complete  revision  of  the 
proposed  laws  prepared  originally  and  the  laws  would  not  have  been 
ready  for  final  submission  even  if  the  program  had  been  so  arranged. 

The  Committee  is  presenting  to  you  this  year  a  copy  of  the  model 
laws  as  drafted  in  1921,  noting  thereon  all  of  the  suggestions  that 
have  been  made  in  previous  discussions.  The  Committee  could  not 
go  further  until  this  had  been  done,  and  about  all  that  your  Com- 
mittee has  had  time  to  do  is  to  accomplish  what  is  set  forth  herewith. 


STANDARDIZATION  OF  BUSINESS  TAXES  399 

That  this  apparently  small  amount  of  work  constitutes  real  prog- 
ress toward  the  final  result  is  attested  by  the  following  facts :  In  the 
first  place,  the  model  laws  were  printed  as  pamphlet  reprints  from 
the  Bulletin  in  January,  1921,  and  are  available  only  to  those  who 
have  files  of  the  Bulletin,  in  which  the  bills  were  originally  printed. 
They  do  not  appear  in  any  of  the  Proceedings.  If  the  Association 
is  to  recommend  model  laws  eventually,  such  laws  must  embody  the 
ideas  of  everyone  who  can  contribute  to  the  sense  and  the  verbiage 
of  the  final  product. 

In  the  next  place,  your  Committee  has  rearranged  the  model  laws 
in  the  following  respects :  The  parts  of  the  business  income  tax  law 
which  are  identical  with  the  personal  income  tax  law  have  been  indi- 
cated, and  whoever  studies  these  laws  in  the  future  will  find  his 
work  simplified  by  the  avoidance  of  much  unnecessary  comparison 
of  the  two  laws.  Moreover,  the  model  laws  were  modified  by  the 
substitution  of  new  provisions  respecting  allocation  of  net  income 
to  the  several  states — provisions  that  were  carefully  studied  out  by  a 
special  committee.  These  substitutions  have  been  made  in  the  pres- 
ent report.  The  same  special  committee  also  advocated  the  inclusion 
of  a  credit  for  foreign  taxes  in  the  personal  income  tax  law,  which 
provision  has  been  added  to  the  present  draft.  Finally,  all  of  the 
analysis,  criticism  and  suggestions  respecting  the  original  draft  and 
made  at  various  conferences  have  been  collected  and  are  inserted  in 
the  present  draft  as  footnotes,  indicating  the  nature  of  the  criticism 
or  suggestion,  and  giving  the  citation  to  the  annual  Proceedings  of 
the  Association,  volume  and  page,  where  such  an  analysis,  criticism 
or  suggestions  are  to  be  found,  in  the  words  of  the  respective  com- 
mentators. To  prepare  these  annotations  has  consumed  much  time 
and  has  required  much  careful  work,  as  will  be  evident  to  anyone 
who  studies  the  footnotes  of  the  drafts  here  reproduced. 

The  question  arises,  what  should  now  be  the  procedure?  Your 
Committee  has  ordered  that  the  type  from  which  this  report  is 
printed  be  kept  standing,  in  order  that  the  /Association,  if  it  so  de- 
sires, may,  at  little  additional  expense,  send  the  annotated  draft  of 
the  model  laws  to  tax  administrators  and  taxpayers  in  large  num- 
bers with  a  letter  of  transmittal  requesting  criticisms  and  sugges- 
tions. The  drafts  should  then  be  studied  again  in  the  light  of  the 
new  suggestions  and  of  the  previous  suggestions  now  embodied  in 
the  annotations,  and  also  in  the  light  of  the  experiences  of  the  last 
eight  years  with  the  federal  income  tax  and  the  income  taxes  of 
the  several  states.  For  example,  the  committee  reports  of  the  House, 
of  the  Senate,  and  of  the  conference  committees  of  the  United  States 
Congress  made  in  respect  to  the  1921,  1924,  1926  and  1928  acts 
should  be  studied.  The  very  excellent  report  of  the  Special  Assist- 
ant to  the  Secretary  of  the  Treasury,  Mr.  A.  W.  Gregg,  which  pointed 
out  the  defects  in  the  federal  act  of  1921,  and  which  was  made  the 
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basis  of  the  recommendations  of  the  Secretary  of  the  Treasury  in 
respect  to  the  1924  act,  should  be  studied,  as  should  also  the  report 
of  the  committee  of  the  National  Tax  Association  on  Simplification 
of  the  Income  Tax,  presented  at  the  twentieth  annual  conference 
in  1927. 

To  do  this  work  carefully  and  completely  will  probably  require 
more  time  than  any  committee  can  give  to  it  during  one  year.  It 
may  be  advisable  to  create  sub-committees  to  whom  special  topics 
can  be  assigned,  such  as  the  taxation  of  fiduciaries  in  the  personal 
income  tax  law  and  the  administrative  and  penalty  provisions  in 
both  drafts. 

Some  question  has  arisen  as  to  whether  the  federal  income  tax 
may  not  be  accepted  as  the  basis  of  the  computation  of  net  income, 
v^'ith  certain  adjustments,  in  order  that  the  taxpayer  may  easily 
compile  his  state  reports  on  the  basis  of  his  federal  report.  A  large 
number  of  taxpayers  with  whom  members  of  the  Committee  have 
informally  conferred  in  respect  to  this  matter,  are  strongly  in  favor 
of  this  proposal.  South  Carolina  adopted  a  law  embodying  this 
idea,  but  later  abandoned  it. 

The  chief  objection  to  the  old  South  Carolina  law  was  that  since 
the  federal  government  derived  approximately  10%  of  its  revenue 
under  the  income  tax  from  additional  assessments,  and  since  the 
state  was  unable  to  discover  these  additional  assessments  without  an 
amount  of  labor,  the  cost  of  which  was  out  of  all  proportion  to  the 
results,  the  state  had  a  right  to  assume  that  it  was  losing  approxi- 
mately 10%  of  its  revenues.  Two  suggestions  have  been  made  to 
obviate  this  objection.  First,  that  the  federal  government  publish 
for  immediate  inspection  by  state  tax  commissions  additional  assess- 
ments as  the  same  are  made ;  and  second,  that  in  rendering  the  state 
report,  the  taxpayer  be  required  each  year  to  state,  under  oath,  addi- 
tional assessments  that  have  been  made  under  the  federal  act  by  the 
federal  government,  and  that  a  proper  provision  be  made  for  ex- 
tending the  statute  of  limitations  in  respect  to  the  collection  of  cor- 
responding additional  assessments  by  the  states. 

The  drafters  of  the  original  model  laws  aimed  at  simplicity  and 
succeeded  admirably,  but  it  has  been  the  universal  experience  with 
income  tax  laws  that  simplicity  is  hardly  compatible  with  equity. 
One  great  advantage  that  would  flow  from  a  close  paralleling  of  the 
federal  law  is  the  minute  interpretation  of  the  federal  law  made 
available  by  an  abundance  of  court  decisions,  department  regula- 
tions and  decisions  of  the  Board  of  Tax  Appeals.  As  the  time  ap- 
proaches for  the  compilation  of  a  definitive  model  law  to  be  pre- 
sented to  this  Association  at  its  conference,  the  Committee  must 
keep  in  mind  these  considerations  respecting  a  closer  resemblance 
of  the  model  law  to  the  federal  law. 

The  Committee,  therefore,  suggests  that  this  report  be  sent  to  tax 
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administrators  and  taxpayers  the  country  over,  in  order  to  get  their 
views  in  the  hope  that  the  work  here  outHned  may  be  completed  in 
time  for  submission  at  the  1929  conference,  for  final  action  at  that 
time  or  at  the  1930  conference. 


The  following  are  annotated  drafts  of  the  Model  Personal  Income 
Tax  Act  and  the  Model  Business  Income  Tax  Act  prepared  in  1921 
by  a  special  committee  of  the  National  Tax  Association  appointed 
to  prepare  a  plan  for  a  model  system  of  state  and  local  taxation. 

The  two  forms  of  taxation  embodied  in  these  two  acts  are  to  be 
combined  with  the  property  tax  (excluding  herein  intangible  per- 
sonal property)  to  the  exclusion  of  all  other  forms  of  taxation  in 
the  states,  the  ultimate  aim  being  standardization  and  simplification 
of  business  taxes.  The  personal  income  tax  is  to  be  paid  by  resi- 
dents of  the  state,  and  not  by  non-residents.  The  business  tax  is  to 
be  paid  by  businesses,  however  organized.  If  businesses  are  owned 
by  individuals,  for  example,  the  tax  on  the  business  is  to  be  paid  in 
addition  to  the  personal  income  tax.  The  footnotes  indicate  criti- 
cisms and  suggestions  made  at  meetings  of  the  National  Tax  Asso- 
ciation. References  are  made  at  the  end  of  each  note  to  the  volume 
and  page  of  the  Annual  Proceedings  of  the  National  Tax  Associa- 
tion where,  in  many  cases,  the  reasons  for  the  suggestion  or  the 
criticisms  are  set  forth.  Material  contained  in  parenthesis  in  foot- 
notes has  been  supplied  by  the  Committee  on  Standardization  and 
Simplification  of  Business  Taxes  in  its  report  for  the  year  1928. 
Where  provisions  of  the  business  income  tax  law  are  identical  with 
provisions  of  the  personal  income  tax  law,  the  former  provision  is 
not  repeated,  but  the  place  where  the  provision  can  be  found  in  the 
latter  law  is  indicated. 

Personal  Income  Tax 

an  act  providing  for  the  levying,  collecting  and  paying 
of  an  income  tax  on  individuals 

Be  it  Enacted  by  the  Legislature  of  the  State  of 

Article  I 
Short  Title  and  Definitions 
Section  1.  Short  title. — This  Act  shall  be  known  and  may  be  cited 
as  The  Personal  Income  Tax  Act  of  19 — . 

Sec.  2.  Definitions. — For  the  purposes  of  this  act  and  unless  other- 
wise required  by  the  context : 

1.  The  words  "tax  commission"  mean  the  state  tax  commission. 

2.  The  word  "  taxpayer "  includes  any  individual  or  fiduciary- 
subject  to  the  tax  imposed  by  this  act. 

3.  The  word  "  individual  "  means  a  natural  person. 

26 
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4.  The  word  "  fiduciary  "  means  a  guardian,  trustee,  executor,  ad- 
ministrator, receiver,  conservator,  or  any  person,  whether  individual 
or  corporate,  acting  in  any  fiduciary  capacity  for  any  person,  estate 
or  trust. ^ 

5.  The  word  "■  person  "  inchides  individuals,  fiduciaries,  partner- 
ships and  corporations. 

6.  The  word  "  corporation  "  includes  joint-stock  companies  or 
associations  and  insurance  companies. ^ 

7.  The  words  "  tax  year  "  mean  the  calendar  year  in  which  the 
tax  is  payable. 

8.  The  words  "^  income  year  "  mean  the  calendar  year  or  the  fiscal 
3'ear,  upon  the  basis  of  which  the  net  income  is  computed  under  this 
act;  if  no  fiscal  year  has  been  established  they  mean  the  calendar 
year. 

9.  The  \\x)rds  "  fiscal  year  "  mean  an  income  year,  ending  on  the 
last  day  of  any  month  other  than  December. 

10.  The  word  "  paid  "  for  the  purposes  of  the  deductions  under 
this  act,  means  "  paid  or  accrued  "  or  "  paid  or  incurred,"  and  the 
words  '■  paid  or  accrued,"  "  paid  or  incurred  "  and  "  incurred " 
shall  be  construed  according  to  the  method  of  accounting  upon  the 
basis  of  which  the  net  income  is  computed  under  this  act.  The 
word  '■  received  "  for  the  purpose  of  the  computation  of  the  net  in- 
come under  this  act  means  "  received  or  accrued,"  and  the  words 
"  received  or  accrued  "  shall  be  construed  according  to  the  method 
of  accounting  upon  the  basis  of  which  the  net  income  is  computed 
under  this  act. 

11.  The  word  "  resident"  applies  only  to  individuals  and  includes 
for  the  purpose  of  determining  liability  to  the  tax  imposed  by  this 
act,  with  reference  to  the  income  of  any  income. year,  any  indi- 
vidual who  shall  be  a  resident  of  the  state  on  April  15  of  the  tax 
year.- 

12.  The  words  "foreign  country"  mean  any  jurisdiction  other 
than  one  embraced  within  the  United  States.  The  words  "  United 
States,"  when  used  in  a  geographical  sense,  include  the  states,  the 
territories  of  Alaska  and  Hawaii,  the  District  of  Columbia  and  the 
possessions  of  the  United  States. 

1  .So-called  Massachusetts  or  business  trusts  should  be  treated  as  corpora- 
tions. Ivins:  XV,  294.  (See  N.  Y.,  Art.  9-A,  Sec.  208.  By  making  the 
change  here,  no  change  will  be  required  in  Sec.  201  which  will  automatically 
be  affected  by  the  exclusion  of  such  trusts  in  the  definition  of  fiduciary.) 

-  A  resident  shall  be  defined  not  as  one  residing  in  the  state  on  a  given 
day,  but  as  one  domiciled  in  the  state  during  a  part  of  the  year,  and  is  to 
pay  tax  calculated  for  full  year  but  apportioned  according  to  length  of  domi- 
cile.    Shaw:  XIV,  68;  Carter:  XIV,  69;   Ivins:  XV,  294. 
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Article  II 

Imposition  of  Tax 

Sec.  200.  Individuals. — 1.  A  tax  is  hereby  imposed  upon  every 
resident  of  the  state,  which  tax  shall  be  levied,  collected  and  paid 
annually,  with  respect  to  his  entire  net  income  as  herein  defined, 
computed  at  the  following  rates,  after  deducting  the  exemptions 
provided  in  this  act : 

On  the  first  SIOOO  of  net  income  or  any  part  thereof,  one  per  cent; 
On  the  second  $1000  of  net  income  or  any  part  thereof,  two  per 

cent; 
On  the  third  $1000  of  net  income  or  any  part  thereof,  three  per 

cent ; 
On  the  fourth  $1000  of  net  income  or  any  part  thereof,  four  per 

cent; 
On  the  fifth  $1000  or  net  income  or  any  part  thereof,  five  per  cent; 
On  all  net  income  in  excess  of  $5000,  six  per  cent. 

2.  Such  tax  shall  first  be  levied,  collected  and  paid  in  the  year 
1929  and  with  respect  to  the  net  income  received  during  the  calendar 
year  1928  or  during  any  income  year  ending  during  the  twelve 
months  ending  March  31,  1929.-^ 

Sec.  201.   Fiduciaries:^ — 1.    The  tax  imposed  by  this  act  shall  be 

3  See  Footnote  Sec.  2,  ii. 

*  Sec.  20I  in  its  entirety,  too  indefinite.  Suggests  in  effect  the  wording  of 
New  York,  Art.  g-A,  Sec.  365,  with  the  omission  of  the  last  paragraph 
thereof.     Frey  :  XIV,  75-77.     (The  Xew  York  law  reads: 

§  365. 
Estates  and  Trusts. —  i.    The   tax  imposed  by   this   article    shall   apply   to 
estates   and   trusts,    which   tax   shall   be   levied,   collected    and   paid    annually 
upon  and  with  respect  to  the  income  of  estates  or  of  any  kind  of  property 
held  in  trust,  including : 

a.  Income  received  by  estates  of  deceased  persons  during  the  period  of  ad- 
ministration or  settlement  of  the  estate  ; 

b.  Income  accumulated  in  trust  for  the  benefit  of  unborn  or  unascertained 
persons,  or  persons  with  contingent  interests ; 

c.  Income  held  for  future  distribution  under  the  terms  of  the  will  or  trust ; 

d.  Income  which  is  to  be  distributed  to  the  beneficiaries  periodically, 
whether  or  not  at  regular  intervals,  and  the  income  collected  by  a  guardian 
■of  an  infant  to  be  held  or  distributed  as  the  court  may  direct ;  and 

e.  Income  of  an  estate  during  the  period  of  administration  or  settlement 
permitted  by  subdivision  three  to  be  deducted  from  the  net  income  upon 
which  the  tax  is  to  be  paid  bj'  the  fiduciary. 

2.  The  fiduciary  shall  be  responsible  for  making  the  return  of  income  for 
the  estate  or  trust  for  which  he  acts,  whether  such  income  be  taxable  to  the 
•estate  or  trust  to  the  beneficiaries  thereof.  The  net  income  of  an  estate  or 
trust  shall  be  computed  in  the  same  manner  and  on  the  same  basis  as  pro- 
vided in  this  article  for  individual  taxpayers,  except  that  there  shall  also  be 
allowed  as  a  deduction  any  part  of  the  gross  income  which  pursuant  to  the 
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imposed  upon  resident  ^  fiduciaries,"  wliich  tax  shall  be  levied,  col- 
lected and  paid  annually  with  respect  to : 

terms  of  the  will  or  deed  creating  the  trust,  is  paid  to  or  held  for  the  United 
States,  any  state,  territory,  or  any  political  subdivision  thereof,  or  the  Dis- 
trict of  Columbia,  or  any  corporation  or  association  organized  and  operated 
exclusively  for  religious,  charitable,  scientific  or  educational  purposes,  or  for 
the  prevention  of  cruelty  to  children  or  animals,  no  part  of  the  net  earnings 
of  which  inures  to  the  benefit  of  any  private  stockholder  or  individual ;  and 
in  cases  under  paragraph  d  and  e  of  subdivision  one  of  this  section,  the 
fiduciary  shall  include  in  the  return  a  statement  of  each  beneficiary's  dis- 
tributive share  of  such  net  income,  whether  or  not  distributed  before  the 
close  of  the  taxable  year  for  which  return  is  made. 

3.  In  cases  under  paragraphs  a,  b  and  c  of  subdivision  one,  of  this  section, 
the  tax  shall  be  imposed  upon  the  estate  or  trust  with  respect  to  the  net  in- 
come of  the  estate  or  trust  and  shall  be  paid  by  the  fiduciary,  except  that  in 
determining  the  net  income  of  the  estate  of  any  deceased  person  during  the 
period  of  administration  or  settlement  there  may  be  deducted  the  amount  of 
any  income  properly  paid  or  credited  to  any  legatee,  heir  or  other  bene- 
ficiary. In  such  cases,  the  estate  or  trust  shall  be  allowed  the  same  exemp- 
tions as  are  allowed  to  single  persons  under  section  three  hundred  and  sixty- 
two,  and  in  such  cases  an  estate  or  trust  created  by  a  person  not  a  resident 
and  an  estate  of  a  person  not  a  resident  shall  be  subject  to  tax  only  to  the 
extent  to  which  individuals  other  than  residents  are  liable  under  section  three 
hundred  and  fifty-nine,  subdivision  three. 

4.  In  cases  under  paragraphs  d  and  e  of  subdivision  one  of  this  section,  if 
the  distribution  of  income  is  in  the  discretion  of  the  fiduciary,  either  as  to 
the  beneficiaries  to  whom  payable  or  as  to  the  amounts  to  which  any  bene- 
ficiary is  entitled,  the  tax  shall  be  imposed  upon  the  estate  or  trust  in  the 
manner  provided  in  subdivision  three  of  this  section,  but  without  the  deduc- 
tion of  any  amounts  of  income  paid  or  credited  to.  any  such  beneficiary.  In 
all  other  cases  under  paragraphs  d  and  e  of  subdivision  one  of  this  section, 
the  tax  shall  not  be  paid  by  the  fiduciary,  but  there  shall  be  included  in  com- 
puting the  net  income  of  each  beneficiarj^  his  distributive  share  whether  dis- 
tributed or  not,  of  the  net  income  of  the  estate  or  trust  for  the  taxable  year, 
or,  if  his  net  income  for  such  taxable  year  is  computed  upon  the  basis  of  a 
period  different  from  that  upon  the  basis  of  which  the  net  income  of  the 
estate  or  trust  is  computed,  then  his  distributive  share  or  the  net  income  of 
the  estate  or  trust  for  any  accountjng  period  of  such  estate  or  trust  ending 
within  the  fiscal  or  calendar  year  upon  the  basis  of  which  such  beneficiary's 
net  income  is  computed.  In  such  cases  the  income  of  a  beneficiary  not  a 
resident,  derived  through  such  estate  or  trust,  shall  be  taxable  only  to  the 
extent  provided  in  section  three  hundred  and  fifty-nine,  subdivision  three,  for 
individuals  other  than  residents. 

5.  A  trust  created  by  an  employer  as  a  part  of  a  stock  bonus,  pension  or 
profit-sharing  plan  for  the  exclusive  benefit  of  some  or  all  of  his  employees, 
to  which  contributions  are  made  by  such  employer,  or  employees,  or  both,  for 
the  purpose  of  distributing  to  such  employes  the  earnings  and  principal  of 
the  fund  accumulated  by  the  trust  in  accordance  with  such  plan,  shall  not  be 
taxable  under  this  section,  but  any  amount  actually  distributed  or  made  avail- 
able to  any  distributee  shall  be  taxable  to  him  in  the  year  in  which  so  dis- 
tributed or  made  available  to  the  extent  that  it  exceeds  the  amounts  paid  in 
by  hiim.  [Amended  by  L.  1920,  ch.  695,  sec.  2 ;  L.  1922,  c.  426,  sec.  i ;  L. 
1928,  c.  100,  approved  and  effective  Feb.  17,  1928.]) 

5  Taxability  should  be  dependent  on  residence  of  creator  and  not  of  fidu- 
ciary.    Probably  this  suggestion  would  be  incorporated  into  law  if  N.  Y.  text 
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(a)  That  part  of  the  net  income  of  estates  or  trusts  which  has  not 
been  distributed  or  become  distributable  to  beneficiaries  during  the 
income  year.  In  the  case  of  two  or  more  joint  fiduciaries,  part  of 
whom  are  non-residents  of  the  state,  such  part  of  the  net  income 
shall  be  treated  as  if  each  fiduciary  had  received  an  equal  share; 

(b)  The  net  income  received  during  the  income  year  by  deceased 
individuals  who,  at  the  time  of  death  were  residents  and  who  have 
died  on  or  after  April  15  of  the  tax  year  without  having  made  a 
return ; 

(c)  The  entire  net  income  of  resident  insolvent  or  incompetent 
individuals,  whether  or  not  any  portion  thereof  is  held  for  the 
future  use  of  the  beneficiaries,  where  the  fiduciary  has  complete 
charge  of  such  net  income." 

2.  The  tax  imposed  upon  a  fiduciary  by  this  act  shall  be  a  charge 
against  the  estate  or  trust.® 

Article  III 

Computation  of  Tax 

Sec.  300.  N^et  income  defined.  —  The  words  "net  income  "  mean 
the  gross  income  of  a  taxpayer  less  the  deductions  allowed  by  this 
act. 

Sec.  301.  Gross  income  defined. —  1.  The  words  "gross  income" 
include  gains,  profits  and  income  derived  from  salaries,  wages,  or 
compensation  for  personal  service,  of  whatever  kind  and  in  what- 
ever  form   paid,   or   from  professions,   vocations,   trades,   business, 

were  used,  by  changing  the  words  toward  the  end  of  Par.  3,  "  shall  be  sub- 
ject to  tax  only,"  etc.,   to  "  shall  not  be  subject  to   tax,"   stopping  the  para- 
graph at  that  point.     Frey  :  XIV,  78.     Ivins  agrees  :  XV,  294. 
Frey's  arguments  are  as  follows  : 

"  (i)  The  act  does  not  contemplate  that  the  tax  on  the  income  of  non- 
resident individuals,  and  trusts  and  estates  should  be  taxed  upon  the 
same  basis  as  resident  individuals  ; 

"  (2)    Easing  the  tax  upon  the  residence  of  the  fiduciary  tends  to  re- 
move taxable  property   from  the   state  of  domicile  of  the  creator  of  the 
trust  and  to  permit  him  to  choose  a  state  which  is  the  most  advantageous 
from  the  standpoint  of  taxation.     It  also  discourages  business  from  out- 
side of  the  state  and  from  foreign  countries,  thus  tending  to  reduce  the 
general  prosperity  of  the  state  without  increasing  the  revenue." 
(In  answer  to  this,  it  may  be  said  that  applying  the  three  canons  of  taxa- 
tion laid  down  by  the  original  committee  and  reiterated  in  the  1927  report  of 
this  Committee,  the  tax  should  be  on  the  trustee  if  resident.     This  is  a  point 
that  will  need  careful  consideration,  perhaps  by  a  special  sub-committee.) 

6  Fiduciary,  as  well  as  the  fund,  should  be  liable  for  tax.  Shaw  :  XIV,  68. 
(Possibly  the  wording  is  now  adequate.) 

"  Losses  should  be  allowed  fiduciaries.  Carter:  XIV,  69,  97-8.  (It  would 
seem  that  nothing  in  the  law  prevents  fiduciaries  from  deducting  losses  as 
the  individual  may.     See  Sec.  306,  d,  e.) 

*  See  Footnote  6,  above. 
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commerce,  or  sales,  or  dealings  in  property,  whether  real  or  personal, 
growing  out  of  the  ownership  or  use  of  or  interest  in  such  prop- 
erty ;  also  from  interest,  rent,  dividends,  securities,  or  the  trans- 
action of  any  business  carried  on  for  gain  or  profit,  or  gains  or 
profits  and  income  derived  from  any  source  whatever.  The  amount 
of  all  such  items  shall  be  included  in  the  gross  income  of  the  income 
year  in  which  received  by  the  taxpayer,  unless,  under  the  methods 
of  accounting  permitted  under  this  act,  any  such  amounts  are  to  be 
properly  accounted  for  as  of  a  different  period. 

2.  The  words  "  gross  income  "  do  not  include  the  following  items, 
which  shall  be  exempt  from  taxation  under  this  act : 

(a)  The  proceeds  of  life  insurance  policies  and  contracts  paid 
upon  the  death  of  the  insured  to  individual  beneficiaries  or  to  the 
estate  of  the  insured; 

(b)  The  amount  received  by  the  insured  as  a  return  of  premium 
or  premiums  paid  by  him  under  life  insurance,  endowment  or  an- 
nuity contracts,  either  during  the  term  or  at  the  maturity  of  the 
term  mentioned  in  the  contract  or  upon  surrendering  of  the  con- 
tract ; 

(c)  The  value  of  property  acquired  by  gift,  bequest,  devise  or 
descent  (but  the  income  from  such  property  shall  be  included  in 
gross  income)  ;  ^ 

(d)  Interest  upon  the  obligations  of  the  United  States  or  its 
possessions ; 

(e)  Salaries,  wages  and  other  compensation  received  from  the 
United  States  by  officials  or  employees  thereof,  including  persons  in 
the  military  or  naval  forces  of  the  United  States; 

(f)  Any  amounts  received  through  accident  or  health  insurance 
or  under  workmen's  compensation  acts,  as  compensation  for  per- 
sonal injuries  or  sickness,  plus  the  amount  of  any  damages  received, 
whether  by  suit  or  agreement,  on  account  of  such  injuries  or  sick- 
ness. 

Sec.  302.  Basis  of  return  of  net  income. — 1.  Taxpayers  who  cus- 
tomarily estimate  their  income  on  a  basis  other  than  that  of  actual 
cash  receipts  and  disbursements  may,  with  the  approval  of  the  tax 
commission,  return  their  net  income  under  this  act  upon  a  similar 
basis.     Taxpayers   who  customarily  estimate   their  income   on   the 

^  Suggested  that  a  gift  be  ta.xable  at  time  it  is  made  as  though  it  were  a 
sale.  Ivins  :  XIV,  94,  97;  XV,  296.  (It  may  seem  advisable  to  incorporate 
Sec.  113  of  present  federal  act  into  the  law  with  necessary  modifications. 
Probably  the  New  York  law  would  be  advisable,  since,  as  the  rates  are  low 
as  compared  with  the  federal  rates,  there  would  be  no  temptation  for  a  tax- 
payer to  avoid  tax  on  an  unrealized  profit  by  making  a  gift  to  another  just 
before  a  sale  was  contemplated,  since  such  a  procedure  would  be  "  caught " 
by  the  federal  tax.  The  New  York  rule  is  simple  and  was  advocated  bj'  the 
Report  of  Committee  of  the  National  Tax  Association  on  Sim])lification  of 
the  Federal  Income  Tax,  Footnote,  1927,  p.  55  et  seq.) 
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basis  of  an  established  fiscal  year  instead  of  on  that  of  the  calendar 
year  may,  with  the  approval  of  the  tax  commission,  and  subject  to 
such  rules  and  regulations  as  it  may  establish,  return  their  net  in- 
come under  this  act  on  the  basis  of  such  fiscal  year,  in  lieu  of  that 
of  the  calendar  year. 

2.  A  taxpayer  may,  with  the  approval  of  the  tax  commission  and 
under  such  regulations  as  it  may  prescribe,  change  his  income  year 
from  fiscal  year  to  calendar  year  or  otherwise,  in  which  case  his  net 
income  shall  be  computed  upon  the  basis  of  such  new  income  year. 

3.  An  individual  carrying  on  business  in  partnership  shall  be  liable 
for  income  tax  only  in  his  individual  capacity  and  shall  include  in 
his  gross  income  the  distributive  share  of  the  net  income  of  the 
partnership  received  by  him  or  distributable  to  him  during  the  in- 
come year. 

4.  Every  individual,  taxable  under  this  act,  who  is  a  beneficiary 
of  an  estate  or  trust,  shall  include  in  his  gross  income  the  distrib- 
utive share  of  the  net  income  of  the  estate  or  trust,  received  by  him 
or  distributable  to  him  during  the  income  year.  Unless  otherwise 
provided  in  the  law,  the  will,  the  deed  or  other  instrument  creating 
the  estate,  trust  or  fiduciary  relation,  the  net  income  shall  be  deemed 
to  be  distributed  or  distributable  to  the  beneficiaries  (including  the 
fiduciary  as  a  beneficiary,  in  the  case  of  income  accumulated  for 
future  distribution)  ratably,  in  proportion  to  their  respective  in- 
terests. 

Sec.  303.  Determittation  of  gain  or  loss.  —  For  the  purpose  of 
ascertaining  the  gain  or  loss  from  the  sale  or  other  disposition  of 
property,  real,  personal  or  mixed,  the  basis  shall  be,  in  the  case  of 

property  acquired  before  January  1,  ,  the  fair  market  price  or 

value  of  such  property  as  of  that  date,  if  such  price  or  value  ex- 
ceeds the  original  cost,  and  in  all  other  cases,  the  cost  thereof ; 
Provided,  that  in  the  case  of  property  which  was  included  in  the 
last  preceding  annual  inventory  used  in  determining  net  income  in 
a  return  under  this  act,  such  inventory  value  shall  be  taken  in  lieu 
of  cost  or  market  value.  The  final  distribution  to  the  taxpayer  of 
the  assets  of  a  corporation  shall  be  treated  as  a  sale  of  the  stock  or 
securities  of  the  corporation  owned  by  him  and  the  gain  or  loss 
shall  be  computed  accordingly.^*^ 

Sec.  304.  Exchmiges  of  property}'^  —  1.  When  property  is  ex- 
changed for  other  property,  the  property  received  in  exchange  shall, 

10  Instead  of  re-appraisal  on  effective  date,  take  cost  and  selling  price  and 
prorate  gain  or  loss  on  basis  of  time  property  is  held  during  which  law  was 
in  effect.     Ivins:  XIV,  94. 

11  Recommends,  in  effect,  substitution  of  federal  rule  for  exchanges  of 
property.  Zoller :  XIV,  86-8;  Satterlee  :  XIV,  90.  (Many  similar  complaints 
have  been  brought  against  existing  state  statutes  by  taxpayers.) 
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for  the  purpose  of  determining  gain  or  loss,  be  treated  as  the  equiv- 
alent of  cash  to  the  amount  of  its  fair  market  value,  provided  a 
market  exists  in  which  all  the  property  so  received  can  be  disposed 
ol  at  the  time  of  exchange,  for  a  reasonably  certain  and  definite 
price  in  cash ;  otherwise  such  exchange  shall  be  considered  as  a 
conversion  of  assets  from  one  form  to  another,  from  which  no  gain 
or  loss  shall  be  deemed  to  arise. 

2.  In  the  case  of  the  organization  of  a  corporation,  the  stock  or 
securities  received  shall  be  considered  to  take  the  place  of  property 
transferred  therefor  and  no  gain  or  loss  shalll  be  deemed  to  arise 
therefrom. 

3.  When,  in  connection  with  the  reorganization,  merger  or  con- 
solidation of  a  corporation,  a  taxpayer  receives,  in  place  of  stock  or 
securities  owned  by  him,  new  stock  or  securities,  the  basis  of  com- 
puting the  gain  or  loss  if  any  shall  be.  in  case  the  stock  or  securities 

owned  were  acquired  before  January  1. ,  the  fair  market  price 

or  value  thereof  as  of  that  date,  if  such  price  or  value  exceeds  the 
original  cost,  and  in  all  other  cases  the  cost  thereof. 

Sec.  305.  Inventory.  —  Whenever  in  the  opinion  of  the  tax  com- 
mission the  use  of  inventories  is  necessary  in  order  to  clearly  deter- 
mine the  income  of  any  taxpayer,  inventories  shall  be  taken  by  such 
taxpayer,  upon  such  basis  as  the  tax  commission  may  prescribe,  con- 
forming as  nearly  as  may  be  to  the  best  accounting  practice  in  the 
trade  or  business  and  most  clearly  reflecting  the  income,  and  con- 
forming so  far  as  may  be  to  the  forms  and  methods  prescribed  by 
the  United  States  Commissioner  of  Internal  Revenue,^'-  under  the 
acts  of  Congress  then  providing  for  the  taxation  of  incomes. 

Sec.  306.  Deductions.  —  In  computing  net  income  there  shall  be 
allowed  as  deductions : 

(a)  All  the  ordinary  and  necessary  expenses  paid  during  the  in- 
come year  in  carrying  on  any  trade  or  business,  including  a  reason- 
able allowance  for  salaries  or  other  compensation  for  personal  ser- 
vices actually  rendered,  and  including  rentals  or  other  payments 
required  to  be  made  as  a  condition  to  the  continued  use  or  posses- 
sion, for  the  purposes  of  the  trade  or  business,  of  property  to  which 
the  taxpayer  has  not  taken  or  is  not  taking  title  or  in  which  he  has 
BO  equity ; 

(b)  All  interest  paid  during  the  income  year  on  indebtedness; 

(c)  Taxes  paid  or  accrued  within  the  income  year,  imposed  by 
the  authority  of  the  United  States  or  of  any  of  its  possessions  or  of 
any  state,  territory  or  the  District  of  Columbia  or  of  any  foreign 

12  Thinks  language  binds  Commission  to  too  strict  adherence  to  federal 
rule.  Ivins:  XV,  296.  (Language  probably  sufficiently  broad  to  give  com- 
mission wide  latitude.) 
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country ;  ^^  except  inheritance  taxes,  and  except  income  taxes  im- 
posed by  this  act  and  taxes  assessed  for  local  benefits,  of  a  kind 
tending-  to  increase  the  value  of  the  property  assessed; 

(d)  Losses  sustained  during  the  income  year  and  not  compen- 
sated for  by  insurance  or  otherwise,  if  incurred  in  trade  or  business; 

(e)  Losses  sustained  during  the  income  year  and  not  compensated 
for  by  insurance  or  otherwise,  if  incurred  in  any  transaction  entered 
into  for  profit,  though  not  connected  with  the  trade  or  business ; 

(f )  Losses  sustained  during  the  income  year,  of  property  not  con- 
nected with  the  trade  or  business,  if  arising  from  fires,  storms,  ship- 
wreck or  other  casualty,  or  from  theft,  and  not  compensated  for  by 
insurance  or  otherwise ; 

(g)  Debts  ascertained  to  be  worthless  and  charged  off  within  the 
income  year,  if  the  amount  has  previously  been  included  in  gross 
income  in  a  return  under  this  act ; 

(h)  A  reasonable  allowance  for  the  depreciation  and  obsolescence 
of  property  used  in  the  trade  or  business;  and,  in  the  case  of  mines, 
oil  and  gas  wells,  other  natural  deposits,  and  timber,  a  reasonable 
allowance  for  depletion ;  Provided,  That  in  computing  the  deductions 
allowed  under  this  paragraph,  the  basis  shall  be  the  cost  (including 
in  the  case  of  mines,  oil  and  gas  wells  and  other  natural  deposits, 
the  cost  of  development,  not  otherwise  deducted),  and  in  the  case  of 

property  acquired  prior  to  January  \, ,  the  fair  market  value  of 

the  property  (or  the  taxpayer's  interest  therein)  on  that  date  shall 
be  taken  in  lieu  of  cost  up  to  that  date.  The  reasonable  allowances 
under  this  paragraph  shall  be  made  under  rules  and  regulations  to 
be  prescribed  by  the  tax  commission.  In  the  case  of  leases  the  de- 
ductions allowed  may  be  equitably  apportioned  between  the  lessor 
and  lessee;  ^^ 

(i)  In  the  case  of  taxpayers  who  keep  regular  books  of  account, 
upon  an  accrual  basis  and  in  accordance  with  standard  accounting 
practice,  reserves  for  bad  debts  and  for  contingent  liabilities,  under 
such  rules  and  restrictions  as  the  tax  commission  may  impose.  If 
the  tax  commission  shall  at  any  time  deem  the  reserve  excessive  in 
amount,  it  may  restore  such  excess  to  income,  either  in  a  subsequent 
year  or  as  a  part  of  the  income  of  the  income  year  and  assess  it 
accordingly. 

Sec.  307.  Itous  not  deductible. — In  computing  net  income  no  de- 
duction shall  in  any  case  be  allowed  in  respect  of : 

13  (Should  deductions  be  made  for  foreign  taxes?  New  York  says.  No. 
Art.  i6,  Sec.  360,  3.  Massachusetts  says,  Yes.  Ch.  62,  G.L.  Sec.  6.  If  yes, 
should  the  deduction  e.xtend  to  subdivisions  of  foreign  states?  See  Footnote 
to  Sec.  309.     If  Sec.  309  is  allowed  to  stand,  then  the  answer  should  be.  No.) 

1*  Where  this  section  applies  to  property  acquired  prior  to  the  effective 
date  of  the  law,  should  not  depreciation  be  taken  on  the  same  basis  as  profit 
or  loss?     Ivins  :   XY,  296. 
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(a)  Personal,  living  or  family  expenses; 

(b)  Any  amount  paid  out  for  new  buildings  or  for  permanent 
improvements  or  betterments,  made  to  increase  the  value  of  any 
property  or  estate ; 

(c)  Any  amount  expended  in  restoring  property  for  which  an 
allowance  is  or  has  been  made ; 

(d)  Premium  paid  on  any  life  insurance  policy  covering  the  life 
of  any  officer  or  employee  or  of  any  individual  financially  interested 
in  any  trade  or  business  carried  on  by  the  taxpayer,  when  the  tax- 
payer is  directly  or  indirectly  a  beneficiary  under  such  policy. 

Sec.  308.  ILvcmptions. — 1.  There  shall  be  deducted  from  the  net 
income  the  following  exemptions  : 

(a)  In  the  case  of  a  single  individual,  a  per.sonal  exemption  of 
$1000; 

(b)  In  the  case  of  the  head  of  a  family/^  or  a  married  indi- 
vidual living  with  husband  or  wife,  a  personal  exemption  of  $2000. 
A  husband  and  wife  living  together  shall  receive  but  one  personal 
exemption  of  $2000  against  their  aggregate  net  income;  and  in  case 
they  make  separate  returns,  the  personal  exemption  of  $2000  may 
be  taken  by  either  or  divided  between  them ; 

(c)  $200  for  each  individual  (other  than  husband  and  wife)  de- 
pendent upon  and  receiving  his  chief  support  from  the  taxpayer,  if 
such  dependent  individual  is  under  eighteen  years  of  age  ^^  or  is  in- 
capable of  self-support,  because  mentally  or  physically  defective;  ^^ 

(d)  In  the  case  of  a  fiduciary,^^  if  taxable  under  clause  (a)  of 
paragraph  1  of  section  201,  a  personal  exemption  of  $1000;  if  tax- 
able under  clause  (b)  of  said  paragraph,  the  same  exemption  as 
would  be  allowed  the  deceased,  if  living;  if  taxable  under  clause  (c) 
of  said  paragraph,  the  same  exemptions  to  which  the  beneficiary 
would  be  entitled. 

2.  The  status  on  the  last  day  of  the  income  year  shall  determine 
the  right  to  the  exemptions  provided  in  this  section;  Provided  that 

^' Hard  to  check  up  head  of  family;  suggest  $iooo  exemption  for  each 
adult,  with  no  exceptions,  except  $2000  where  husband  and  wife  make  out 
joint  return.  Ivins:  XV,  269-7.  (Probablj'  objectionable  if  some  allowance 
not  made  for  dependents.) 

^®  Raise  age  of  dependents  from  18  to  21.  Shaw:  XI\',  68.  (While  chil- 
dren are  apt  to  be  kept  in  school  and  college,  parents  who  can  afford  to  do 
so  do  not  need  the  special  consideration.  On  the  whole,  the  federal  rule 
probably  the  best.) 

^ '^  Eliminate  provisions  as  to  physical  and  mental  disability ;  hard  to  ad- 
minister.   Shaw  :  XIV,  68.    (This  suggestion  agrees  with  that  of  Ivins  above.) 

1*  Fiduciaries  should  have  no  exemptions,  since  the  result  is  to  encourage 
setting  up  lot  of  little  trusts.  Ivins:  XV,  297.  (See  also  footnote  to  Par. 
401.) 
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a  taxpayer  shall  be  entitled  to  such  exemptions  for  husband  or  wife 
or  dependent  who  has  died  during  the  income  year.^^ 

Sec.  309.-'^  Credit  for  foreign  income  taxes. — If  any  part  of  the 
income  taxable  under  this  act  is  derived  from  the  conduct  of  trade 
or  business  by  the  taxpayer  wholly  or  partly  outside  of  the  state, 
and  the  taxpayer  has  paid  or  will  be  required  to  pay  to  any  other 
state  or  country  an  income  tax  on  the  portion  of  such  income  attrib- 
utable to  the  business  in  said  other  state  or  country  in  excess  of 

per  cent  thereof,  the  amount  of  such  excess  taxes  shall  be 

allowed  as  a  direct  credit,  in  reduction  of  the  taxes  which  would 
otherwise  be  payable  hereunder  upon  the  same  income.  Such  credit 
shall  be  allowed  only  on  presentation  of  satisfactory  proof  that  the 
taxpayer  is  entitled  to  the  same. 

Article  IV 
Returns  -^ 

Sec.  400.  Indii'idiial  returns. — 1.  Every  resident,  having  a  net  in- 
come during  the  income  year  of  $1000  or  over,  if  single,  or  if  mar- 
ried and  not  living  with  husband  or  wife;  or  having  a  net  income 
for  the  income  year  of  $2000  or  over,  if  married  and  living  with 
husband  or  wife;  shall  make  a  return  under  oath,  stating  specifically 
the  items  of  his  gross  income  and  the  deductions  and  exemptions 
allowed  by  this  act.-- 

2.  If  a  husband  and  wife  living  together  have  an  aggregate  net 
income  of  $2000  or  over,  each  shall  make  such  a  return,  unless  the 
income  of  each  is  included  in  a  single  joint  return. 

3.  If  the  taxpayer  is  unable  to  make  his  own  return,  the  return 
shall  be  made  by  a  duly  authorized  agent  or  by  a  guardian  or  other 
person  charged  with  the  care  of  the  person  or  property  of  such  tax- 
payer ; 

^^  As  worded,  man  might  get  $2000  exemption  for  head  of  family  (or  as 
remarried  widower  at  end  of  year  in  which  his  first  wife  died)  and  another 
$1000  on  account  of  deceased  wife.  Shaw:  XIV,  68;  Ivins :  XV,  297.  (It  is 
comforting  to  find  these  valid  objections  from  two  sources  ;  it  shows  that  law 
was  carefully  studied.     Clause  should  be  altered  to  avoid  this  objection.) 

-•^  (This  section,  without  a  number,  but  placed  here  as  the  most  appropriate 
location  in  the  law,  was  not  in  the  original  draft  but  was  proposed  by  the 
special  committee  on  allocation,  whose  work  was  concerned  chiefly  with  the 
business  tax.    See  Sees.  308  and  309  of  the  business  tax  and  footnotes  thereto.) 

-1  Commission  should  have  power  to  requir-e  return  in  any  case.  Ivins : 
XV,  298.  (Possibly  taken  care  of,  by  first  sentence  of  Sec.  404.  Especially 
if  the  word  "  taxpayer  "  in  Sec.  22  is  broadened  to  give  the  commission  the 
right  to  determine  who  is  subject  to  the  tax.) 

22  Where  gross  income  exceeds  $5000,  there  should  be  a  return.  This  will 
give  commission  something  to  audit.     Ivins :  XV,  298. 
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Sec.  401.  Fiduciary  returns.-^ — 1.  Every  fiduciary  subject  to  taxa- 
tion under  the  provisions  of  this  act,  as  provided  in  section  201 
hereof,  shall  make  a  return  under  oath,  for  the  individual,  estate,  or 
trust  for  whom  or  for  which  he  acts,  if  the  net  income  thereof 
amounts  to  $1000  or  over.-^ 

2.  The  return  made  by  a  fiduciary  shall  state  specifically  the  items 
of  gross  income,  and  the  deductions  and  exemptions  allowed  by  this 

-^  Suggest  the  following  in  place  of  present  401.     Frey :  XIV,  77: 
"  Sec.  404.    (i)  That  every  fiduciary  (except  receivers  appointed  by  author- 
ity of  law  in  possession  of  part  only  of  the   property  of  a  ta.\payer)    shall 
make  under  oath  a  return  for  the  individual,  estate,  or  trust  as  follows: 

(a)  If  acting  for  an  individual  whose  entire  income  from  whatever  source 
derived  is  in  his  charge  and  the  net  income  of  such  individual  is  one  thou- 
sand dollars  or  over  if  single  or  if  married  and  not  living  with  husband  or 
wife,  or  two  thousand  dollars  or  over  if  married  and  living  with  husband  or 
wife ; 

(b)  If  acting  (i)  for  an  estate  of  a  deceased  person  during  the  period  of 
administration  or  settlement,  whether  or  not  the  income  of  such  estate  during 
such  period  of  administration  or  settlement  is  properly  paid  or  credited  to 
any  legatee,  heir  or  other  beneficiary;  (2)  for  an  estate  or  trust  the  income 
of  which  is  accumulated  in  trust  for  the  benefit  of  unborn  or  unascertained 
persons  or  persons  with  contingent  interests;  or  (3)  for  an  estate  or  trust 
the  income  of  which  is  held  for  future  distribution  under  the  terms  of  the 
will  or  trust :  Provided,  That  the  net  income  of  such  estate  or  trust  is  one 
thousand  dollars  or  over  ; 

(c)  If  acting  (i)  for  an  estate  or  trust  the  income  of  which  is  to  be  dis- 
tributed to  the  beneficiaries  periodically,  or  (2)  as  the  guardian  of  an  infant 
whose  income  is  to  be  held  or  distributed  as  the  court  may  direct :  Provided, 
That  any  beneficiary  of  such  estate  or  trust  received  or  is  entitled  to  a  dis- 
tributive share  of  the  income  of  the  estate  or  trust  of  one  thousand  dollars 
or  more. 

(2)  The  return  made  by  a  fiduciary  shall  state  specifically  the  items  of  the 
gross  income  and  the  deductions,  e.\emptions  and  credits  allowed  by  this  title. 
Under  such  regulations  as  the  commissioner  may  prescribe,  a  return  made  by 
one  of  two  or  more  joint  fiduciaries  shall  be  a  sufficient  compliance  with  the 
above  requirement.  The  fiduciary  shall  state  under  oath  that  he  has  sufficient 
knowledge  of  the  affairs  of  the  individual,  estate,  or  trust  for  whom  or  which 
he  acts  to  enable  him  to  make  the  return,  and  that  the  same  is,  to  the  best  of 
his  knowledge  and  belief,  true  and  correct.  Fiduciaries  required  to  make 
returns  under  this  title  shall  be  subject  to  all  the  provisions  of  this  title 
which  apply  to  individuals. 

(3)  The  executor,  administrator,  or  personal  representative  of  a  deceased 
person  shall  be  required  to  file  a  return  of  the  income  of  such  deceased  person 
for  the  period  intervening  between  the  beginning  of  the  taxable  year  and  the 
date  of  death  of  the  deceased,  and  such  return  shall  include  all  income  ac- 
crued to  the  date  of  death. 

(4)  The  executor,  administrator,  or  personal  representative  of  a  deceased 
person  shall  not  be  liable  for  tax  on  any  return  filed  i)rior  to  the  death  of  the 
decedent  unless  notice  and  demand  of  such  tax  is  served  upon  such  executor, 
administrator,  or  personal  representative  within  one  year  after  notice  of  the 
death  of  the  deceased  is  given  to  the  collector  of  internal  revenue  of  the 
district  in  which  the  deceased  was  a  resident  at  the  time  of  his  death." 

^*  Suggest  no  exemption  and  that  all  fiduciaries,  whatever  net  or  gross,  be 
required  to  file  returns.     Ivins:  XV,  297. 


PERSONAL  INXOME  TAX  413 

act  and  such  other  facts  as  the  tax  commission  may  prescribe.  Under 
such  regulations  as  the  tax  commission  may  prescribe,  a  return  may 
be  made  by  one  of  two  or  more  joint  fiduciaries. 

3.  Fiduciaries  required  to  make  returns  under  this  act  shall  be 
subject  to  all  the  provisions  of  this  act  which  apply  to  individuals. 

Sec.  402.  Information  at  source.  —  1.  Every  individual,  partner- 
ship, corporation,  joint  stock  company  or  association  or  insurance 
company,  being  a  resident  or  having  a  place  of  business  in  this 
state,  in  whatever  capacity  acting,  including  lessees  or  mortgagors 
of  real  or  personal  property,  fiduciaries,  employers  and  all  qfiicers 
and  employees  of  the  state  or  of  any  political  subdivision  of  the 
state,  having  the  control,  receipt,  custody,  disposal  or  payment  of 
interest  (other  than  interest  coupons  payable  to  bearer),  rent,  sala- 
ries, wages,  premiums,  annuities,  compensations,  remunerations, 
emoluments  or  other  fixed  or  determinable  annual  or  periodical 
gains,  profits  and  income,  amounting  to  $1000  or  over,  paid  or  pay- 
able during  any  year  to  any  taxpayer,  shall  make  complete  return 
thereof  under  oath,  to  the  tax  commission,  under  such  regulations 
and  in  such  form  and  manner  and  to  such  extent  as  may  be  pre- 
scribed by  it. 

2.  Every  partnership,  having  a  place  of  business  in  the  state,  shall 
make  a  return,  stating  specifically  the  items  of  its  gross  income  and 
the  deductions  allowed  by  this  act,  and  shall  include  in  the  return 
the  names  and  addresses  of  the  individuals  who  would  be  entitled  to 
share  in  the  net  income  if  distributed,  and  the  amount  of  the  dis- 
tributive share  of  each  individual.  The  return  shall  be  sworn  to  by 
any  one  of  the  partners. 

3.  Every  fiduciary  shall  make,  under  oath,  a  return  for  the  indi- 
vidual, estate  or  trust  for  whom  or  for  which  he  acts,  if  the  net 
income  thereof,  distributed  or  distributable  to  beneficiaries  during 
the  year  is  $1000  or  over,  in  which  case  the  fiduciary  shall  set  forth 
in  such  return  the  items  of  the  gross  income,  the  deductions  allowed 
by  this  act,  rhe  net  income,  the  names  and  addresses  of  the  bene- 
ficiaries, the  amounts  distributed  or  distributable  to  each  and  the 
amount,  if  any,  lawfully  retained  by  him  for  future  distribution. 
Such  return  may  be  made  by  one  of  two  or  more  joint  fiduciaries. 

Sec.  403.  Time  and  place  of  filing  returns.  —  Returns  shall  be  in 
such  form  as  the  tax  commission  may  from  time  to  time  prescribe 
and  shall  be  filed  with  the  tax  commission,  at  its  main  office  or  at 
any  branch  office  which  it  may  establish,  on  or  before  the  fifteenth 
day  of  the  fourth  month  next  after  the  preceding  calendar  year  or 
any  income  year  ending  after  such  calendar  year  and  on  or  before 
the  thirty-first  day  of  March.  In  case  of  sickness,  absence  or  other 
disability,  or  whenever  in  its  judgment  good  cause  exists,  the  tax 
commission  mav  allow  further  time  for  filing  returns.     There  shall 
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be  annexed  to  the  return  the  affidavit  or  affirmation  of  the  taxpayer 
making  the  return,  to  the  effect  that  the  statements  contained  therein 
are  true.  The  tax  commission  shall  cause  to  be  prepared  blank 
forms  for  the  said  returns  and  shall  cause  them  to  be  distributed 
throughout  the  state  and  to  be  furnished  upon  application,  but  fail- 
ure to  receive  or  secure  the  form  shall  not  relieve  any  taxpayer  from 
the  obligation  of  making  any  return  herein  required.-'' 

Sec.  404.  Failure  to  file  returns;  supplementary  returns. — If  the 
tax  commission  shall  be  of  the  opinion  that  any  taxpayer  has  failed 
to  file  a  return,  or  to  include  in  a  return  filed,  either  intentionally  or 
through  error,  items  of  taxable  income,  it  may  require  from  such 
taxpayer  a  return,  or  a  supplementary  return,  under  oath,  in  such 
form  as  it  shall  prescribe,  of  all  the  items  of  income  which  the  tax- 
payer received  during  the  year  for  which  the  return  is  made,  whether 
or  not  taxable  under  the  provisions  of  this  act.  If  from  a  supple- 
mentary return,  or  otherwise,  the  tax  commission  finds  that  any 
items  of  income,  taxable  under  this  act,  Iiave  been  omitted  from  the 
original  return  it  may  require  the  items  so  omitted  to  be  disclosed 
to  it,  under  oath  of  the  taxpayer,  and  to  be  added  to  the  original 
return.  Such  supplementary  return  and  the  correction  of  the  orig- 
inal return  shall  not  relieve  the  taxpayer  from  any  of  the  penalties 
to  which  he  may  be  liable  under  any  provision  of  this  act.  The  tax 
commission  may  proceed  under  the  provisions  of  section  502  of  this 
act  whether  or  not  it  requires  a  return  or  a  supplementary  return 
under  this  section. 

Article  V 
Collection  and  Enforcement  of  Tax 

Sec.  500.  Time  and  pleice  of  payment  of  tax.  —  The  full  amount 
of  the  tax  payable,  as  the  same  shall  appear  from  the  face  of  the 
return,  shall  be  paid  to  the  tax  commission  at  the  office  where  the 
return  is  filed,-''  at  the  time  fixed  by  law  for  filing  the  return.  If 
the  time  for  filing  the  return  shall  be  extended,  interest  at  the  rate 
of  6  per  cent  per  annum,  from  the  time  when  the  return  was  orig- 
inally required  to  be  filed,  to  the  time  of  pa>iTient,  shall  be  added 
and  paid. 

2.  The  tax  may  be  paid  with  uncertified  check,  during  such  time 
and  under  such  regulations  as  the  tax  commission  shall  prescribe, 
but  if  a  check  so  received  is  not  paid  by  the  bank  on  which  it  is 
drawn,  the  taxpayer  by  whom  such  check  is  tendered  shall  remain 

-^  In  all  cases  returns  should  be  filed  within  a  given  period  after  the  ex- 
piration of  the  income  year.     Ivins :  XV,  298. 

2*5  Allow  payment  in  two  installments.  Tobin  :  XIV,  85.  (But  Ivins  ob- 
jects as  too  costly  :  XIV,  96.) 
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liable  for  the  payment  of  the  tax  and   for  all  legal  penalties,  the 
same  as  if  such  check  had  not  been  tendered.-'' 

Sec.  501.  Examination  of  returns. — 1.  As  soon  as  practicable  after 
the  return  is  filed,  the  tax  commission  shall  examine  it  and  compute 
the  tax,  and  the  amount  so  computed  by  the  tax  commission  shall  be 
the  tax.  If  the  tax  found  due  shall  be  greater  than  the  amount 
theretofore  paid,  the  excess  shall  be  paid  to  the  tax  commission 
within  ten  days  after  notice  of  the  amount  shall  be  mailed  by  the 
tax  commission. 

2.  If  the  return  is  made  in  good  faith  and  the  understatement  of 
the  tax  is  not  due  to  any  fault  of  the  taxpayer,  there  shall  be  no 
penalty  or  additional  tax  added  because  of  such  understatement,  but 
interest  shall  be  added  to  the  amount  of  the  deficiency  at  the  rate  of 
1  per  cent  for  each  month  or  fraction  of  a  month. 

3.  If  the  understatement  is  due  to  negligence  on  the  part  of  the 
taxpayer,  but  without  intent  to  defraud,  there  shall  be  added  to  the 
amount  of  the  deficienc}'  5  per  cent  thereof,  and  in  addition,  interest 
at  the  rate  of  1  per  cent  per  month  or  fraction  of  a  month. 

4.  If  the  understatement  is  false  or  fraudulent,  with  intent  to 
evade  the  tax,  the  tax  on  the  additional  income  discovered  to  be 
taxable  shall  be  doubled  and  an  additional  1  per  cent  per  month  or 
fraction  of  a  month  shall  be  added. 

5.  The  interest  provided  for  in  this  section  shall  in  all  cases  be 
computed  from  the  date  the  tax  was  originally  due  to  the  date  of 
payment. 

6.  If  the  amount  of  tax  found  due  as  computed  shall  be  less  than 
the  amount  theretofore  paid,  the  excess  shall  be  refunded  by  the 
tax  commission  out  of  the  proceeds  of  the  tax  retained  by  it  as  pro- 
vided in  this  act.-* 

Sec.  502.  Additional  taxes. — If  the  tax  commission  discovers  from 
the  examination  of  the  return  or  otherwise  that  the  income  of  any 
taxpayer,  or  any  portion  thereof,  has  not  been  assessed,  it  may,  at 
any  time  within  two  years  after  the  time  when  the  return  was  due, 
assess  the  same  and  give  notice  to  the  taxpayer  of  such  assessment, 
and  such  taxpayer  shall  thereupon  have  an  opportunity,  within  thirty 
days,  to  confer  with  the  tax  commission  as  to  the  proposed  assess- 
ment. The  limitation  of  two  years  to  the  assessment  of  such  tax  or 
additional  tax  shall  not  apply  to  the  assessment  of  additional  taxes 
upon  fraudulent  returns.     After  the  expiration  of  thirty  days  from 

-"  Where  check  dishonored  should  be  subject  to  criminal  prosecution. 
Ivins  :  XV,  298.  (Probably  too  harsh;  penalties  for  non-payment  probably 
adequate.) 

2^  Nothing  stated  about  interest  on  refunds.  Favors  interest  at  legal  rate 
where  commission  in  error ;  no  interest  where  taxpayer  in  error.  Ivins  :  XV, 
298-9. 
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such  notification  the  tax  commission  shall  assess  the  income  of  such 
taxpayer  or  any  portion  thereof  which  it  believes  has  not  thereto- 
fore been  assessed  and  shall  give  notice  to  the  taxpayer  so  assessed, 
of  the  amount  of  the  tax  and  interest  and  penalties  if  any,  and  the 
amount  thereof  shall  be  due  and  payable  within  ten  days  from  the 
date  of  such  notice.  The  provisions  of  this  act  with  respect  to  re- 
vision and  appeal  shall  apply  to  a  tax  so  assessed.  No  additional 
tax  amounting  to  less  than  one  dollar  shall  be  assessed.-^ 

Sec.  503.  Warrant  for  the  collection  of  taxes.  —  If  any  tax  im- 
posed by  this  act  or  any  portion  of  such  tax  be  not  paid  within  sixty 
•days  after  the  same  becomes  due,  the  tax  commission  shall  issue  a 
warrant  under  its  hand  and  official  seal  directed  to  the  sheriff  of  any 
county  of  the  state,  commanding  him  to  levy  upon  and  sell  the  real 
and  personal  property  of  the  taxpayer,  found  within  his  county,  for 
the  payment  of  the  amount  thereof,  with  the  added  penalties,  in- 
terest and  the  cost  of  executing  the  warrant,  and  to  return  such  war- 
rant to  the  tax  commission  and  pay  to  it  the  money  collected  by 
virtue  thereof  by  a  time  to  be  therein  specified,  not  less  than  sixty 
days  from  the  date  of  the  warrant.  The  sheriff  shall  within  five 
days  after  the  receipt  of  the  warrant,  file  with  the  clerk  of  his  county 
a  copy  thereof,  and  thereupon  the  clerk  shall  enter  in  the  judgment 
docket,  in  the  column  for  judgment  debtors,  the  name  of  the  tax- 
payer mentioned  in  the  warrant,  and  in  appropriate  columns  the 
amount  of  the  tax  or  portion  thereof  and  penalties  for  which  the 
warrant  is  issued  and  the  date  when  such  copy  is  filed,  and  there- 
upon the  amount  of  such  warrant  so  docketed  shall  become  a  lien 
upon  the  title  to  and  interest  in  real  property  or  chattels  real  of  the 
taxpayer  against  whom  it  is  issued  in  the  same  manner  as  a  judg- 
ment duly  docketed  in  the  office  of  such  clerk.  The  said  sheriff 
shall  thereupon  proceed  upon  the  same  in  all  respects,  with  like 
effect,  and  in  the  same  manner  prescribed  by  law  in  respect  to  exe- 
cutions issued  against  property  upon  judgments  of  a  court  of  record, 
and  shall  be  entitled  to  the  same  fees  for  his  services  in  executing 
the  warrant,  to  be  collected  in  the  same  manner.  If  a  warrant  be 
returned  not  satisfied  in  full,  the  tax  commission  shall  have  the 
same  remedies  to  enforce  the  claim  for  taxes  against  the  taxpayer 
as  if  the  people  of  the  state  had  recovered  judgment  against  the 
taxpayer  for  the  amount  of  the  tax. 

Sec.  504.  Tax  a  debt.  —  Every  tax  imposed  by  this  act,  and  all 
increases,  interest  and  penalties  thereon,  shall  become,  from  the 
time  it  is  due  and  payable,  a  personal  debt,  from  the  person  or  per- 
sons liable  to  pay  the  same,  to  the  state  of 

-9  Says  last  sentence  would  encourage  appreciable  number  of  persons  to 
make  an  error  of  gg  cents.  Might  be  an  internal  rule,  but  should  not  be  put 
in  law.     Ivins:  XV,  299.     (Seems  wise.) 
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Sec.  505.  Action  for  recovery  of  taxes. — Action  may  be  brought 
at  any  time  by  the  attorney  general  of  the  state,  at  the  instance  of 
the  tax  commission,  in  the  name  of  the  state,  to  recover  the  amount 
of  any  taxes,  penalties  and  interest  due  under  this  act. 

Sec.  506.  Tax  upon  settlement  of  fiduciary's  account. — 1.  Xo  final 
account  of  a  fiduciary  shall  be  allowed  by  the  probate  court  unless 
such  account  shows  and  the  judge  of  said  court  finds  that  all  taxes 
imposed  by  the  provisions  of  this  act  upon  said  fiduciary,  which 
have  become  payable,  have  been  paid,  and  that  all  taxes  which  may 
become  due  are  secured  by  bond,  deposit  or  otherwise.  The  certifi- 
cate of  the  tax  commission  and  the  receipt  for  the  amount  of  the 
tax  therein  certified  shall  be  conclusive  as  to  the  payment  of  the 
tax,  to  the  extent  of  said  certificate. 

'  2.  For  the  purpose  of  facilitating  the  settlement  and  distribution 
of  estates  held  by  fiduciaries,  the  tax  commission,  with  the  approval 
of  the  attorney  general,  may,  on  behalf  of  the  state,  agree  upon  the 
amount  of  taxes  at  any  time  due  or  to  become  due  from  such  fidu- 
ciaries under  the  provisions  of  this  act.  and  payment  in  accordance 
with  such  agreement  shall  be  full  satisfaction  of  the  taxes  to  which 
the  agreement  relates. ^° 

Article  VI 
Penalties 

Sec.  600.^'-  Penalties. — 1.  If  any  taxpayer,  without  intent  to  evade 
any  tax  imposed  by  this  act  shall  fail  to  file  a  return  of  income  or 
pay  a  tax,  if  one  is  due,  at  the  time  required  by  or  under  the  pro- 
visions of  this  act,  but  shall  voluntarily  file  a  correct  return  of  in- 
come and  pay  the  tax  due  within  sixty  days  thereafter,  there  shall 
be  added  to  the  tax  an  additional  amount  equal  to  five  per  cent 
thereof,  but  such  additional  amount  shall  in  no  case  be  less  than  one 
dollar  and  an  additional  one  per  cent  for  each  month  or  fraction  of 
a  month  during  which  the  tax  remains  unpaid. 

2.  If  any  taxpayer  fails  voluntarily  to  file  a  return  of  income  or 
to  pay  a  tax  if  one  is  due  within  sixty  days  of  the  time  required  by 
or  under  the  provisions  of  this  act,  the  tax  shall  be  doubled,  and 
such  doubled  tax  shall  be  increased  by  one  per  cent  for  each  month 
or  fraction  of  a  month  from  the  time  the  tax  was  originally  due  to 
the  date  of  payment."- 

"°  No  necessity  for  holding  up  probate  accounts  till  commission  certifies 
payment  of  tax.  Personal  liability  of  fiduciary  sufficient.  Shaw  :  XIV,  68. 
(See  suggestion,  same  commentator.  Sec.  20i.) 

31  (This  section  should  be  compared  with  Federal,  New  York  and  other 
acts,  especially  if  any  part  of  it  is  amended,  since  it  was  undoubtedly  care- 
fully worked  out  in  the  beginning  and  a  disturbance  may  result  in  "  loop- 
holes.") 

^-  Thinks  doubling  too  drastic,  and  method  of  remission  provided  by  Sec. 
6oo,  3  too  much  machinery.     Tobin  :  XIV,  86. 

27 
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3.  The  tax  commission  shall  have  power,  upon  making  a  record 
of  its  reasons  therefor,  to  waive  or  reduce  any  of  the  additional 
taxes  or  interest  provided  in  subdivisions  1  and  2  of  this  section  or 
in  subdivisions  2,  3  and  4  of  section  501. 

4.  If  any  taxpayer  tails  to  tile  a  return  within  sixty  days  of  the 

time  prescribed  by  this  act,  any  judge  of  the  court, 

upon  petition  of  the  tax  commission,  or  of  any  ten  taxable  residents 
of  the  state,  shall  issue  a  writ  of  mandamus  requiring  such  person  to 
file  a  return.  The  order  of  notice  upon  the  petition  shall  be  return- 
able not  later  than  ten  days  after  the  filing  of  the  petition.  The 
petition  shall  be  heard  and  determined  on  the  return  day  or  on  such 
day  thereafter  as  the  court  shall  fix.  having  regard  to  the  speediest 
possible  determination  of  the  case,  consistent  with  the  rights  of  the 
parties.  The  judgment  shall  include  costs  in  favor  of  the  prevailing 
party.  All  writs  and  processes  may  be  issued  from  the  clerk's  office 
in  any  county  and,  except  as  aforesaid,  shall  be  returnal^le  as  the 
court  shall  order. ^'^ 

5.  Any  person  who,  without  fraudulent  intent,  fails  to  pay  any 
tax  or  to  make,  render,  sign  or  verify  any  return,  or  to  supply  any 
information,  within  the  time  required  by  or  under  the  provisions  of 
this  act,  shall  be  liable  to  a  penalty  of  not  more  than  $1000,  to  be 
recovered  by  the  attorney  general,  in  the  name  of  the  people,  by 
action  in  any  court  of  competent  jurisdiction."' 

6.  Any  person  or  any  otificer  or  employee  of  any  corporation,  or 
member  or  employee  of  any  partnership,  who,  with  intent  to  evade 
any  requirement  of  this  act  or  any  lawful  requirement  of  the  tax 
commission  thereunder,  shall  fail  to  pay  any  tax  or  to  make,  sign  or 
verify  any  return  or  to  supply  any  information  required  by  or  under 
the  provisions  of  this  act,  or  who,  with  like  intent,  shall  make,  ren- 
der, sign  or  verify  any  false  or  fraudulent  return  or  statement,  or 
shall  supply  any  false  or  fraudulent  information,  shall  be  liable  to  a 
penalty  of  not  more  than  $1000,  to  be  recovered  by  the  attorney 
general  in  the  name  of  the  people,  by  action  in  any  court  of  com- 
petent jursidiction,  and  shall  also  be  guilty  of  a  misdemeanor  and 
shall,  upon  conviction,  be  fined  not  to. exceed  $1000  or  be  im])risoned 
not  to  exceed  one  year,  or  both,  at  the  discretion  of  the  court.'' 

7.  The  attorney  general  shall  have  the  power,  with  the  consent  of 

33  Cumbersome,  conflicts  with  Sec.  6oo,  g  and  therefore  should  be  omitted. 
Ivins :  XV,  299.     (In  view  of  Sec.  504,  seems  a  valid  ob>ection.) 

3*  Calls  this  "  practically  useless  "  because  too  cumbersome.  Suggests  pen- 
alty read  :  "  Shall  be  liable  to  a  penalty,  in  addition  to  all  other  ta.xes.  in- 
terest and  penalties  provided  for  by  this  act,  of  not  more  than  one  hundred 
dollars,  to  be  assessed  by  the  tax  commission  and  collected  in  the  same 
manner  as  an  additional  tax  found  due  under  Section  502." 

35  Should  penalize  violation  of  Sec.  402.  Ivins:  XV,  299.  (Is  this  not 
done  in  Sec.  600,  6?) 
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the  tax  commission,  to  compromise  any  penalty  for  which  he  is 
authorized  to  bring  action  under  subdivisions  5  and  6  of  this  section. 
The  penahies  provided  by  such  subdivisions  shall  be  additional  to  all 
other  penalties  in  this  act  provided. 

8.  The  failure  to  do  any  act  required  by  or  under  the  provisions 
of  this  act  shall  be  deemed  an  act  committed  in  part  at  the  office  of 
the  tax  commission  in  The  certificate  of  the  tax  com- 
mission to  the  effect  that  a  tax  has  not  been  paid,  that  a  return  has 
not  been  filed  or  that  information  has  not  been  supplied,  as  required 
by  or  under  the  provisions  of  this  act,  shall  be  prima  facie  evidence 
that  such  tax  has  not  been  paid,  that  such  return  has  not  been  filed 
or  that  such  information  has  not  been  supplied. 

9.  If  any  taxpayer,  who  has  failed  to  file  a  return  or  has  filed  an 
incorrect  or  insufficient  return  and  has  been  notified  by  the  tax 
commission  of  his  delinquency,  refuses  or  neglects  within  twenty 
days  after  such  notice  to  file  a  proper  return,  or  files  a  fraudulent 
return,  the  tax  commission  shall  determine  the  income  of  such  tax- 
payer according  to  its  best  information  and  belief  and  assess  the 
same  at  not  more  than  double  the  amount  so  determined.  The  tax 
commission  may  in  its  discretion  allow  further  time  for  the  filing 
of  a  return  in  such  case. 

Article  VII 

Revision  and  Appeal 

Sec.  700.  Revision  by  tax  commission. — A  taxpayer  may  apply  to 
the  tax  commission  for  revision  of  the  tax  assessed  against  him,  at 
any  time  within  one  year  from  the  time  of  the  filing  of  the  return 
or  from  the  date  of  the  notice  of  the  assessment  of  any  additional 
tax.  The  tax  commission  shall  grant  a  hearing  thereon  and  if,  upon 
such  hearing,  it  shall  determine  that  the  tax  is  excessive  or  incor- 
rect, it  shall  resettle  the  same  according  to  the  law  and  the  facts 
and  adjust  the  computation  of  tax  accordingly.  The  tax  commis- 
sion shall  notify  the  taxpayer  of  its  determination  and  shall  refund 
to  the  taxpayer  the  amount,  if  any,  paid  in  excess  of  the  tax  found 
by  it  to  be  due.  If  the  taxpayer  has  failed,  without  good  cause,  to 
file  a  return  within  the  time  prescribed  by  law,  or  has  filed  a  frau- 
dulent return  or,  having  filed  an  incorrect  return,  has  failed,  after 
notice,  to  file  a  proper  return,  the  tax  commission  shall  not  reduce 
the  tax  below  double  the  amount  for  which  the  taxpayer  is  found 
to  be  properly  assessed. 

Sec.  701.  Appeal. — The  determination  of  the  tax  commission  upon 
any  application  made  by  a  taxpayer  for  revision  of  any  tax,  may  be 
reviewed  in  any  court  of  competent  jurisdiction  by  a  complaint  filed 
by  the  taxpayer  against  the  tax  commission  in  the  county  in  which 
the  taxpayer  resides  or  has  his  principal  place  of  business,  within 
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thirty  days  after  notice  by  tlie  tax  commission  of  its  determination, 
given  as  provided  in  section  700  of  this  act.  Tliereupon,  appropriate 
proceedings  shall  be  had  and  the  relief,  if  any,  to  which  the  tax- 
payer may  be  found  entitled  may  be  granted  and  any  taxes,  interest 
or  penalties  paid,  found  by  the  court  to  be  in  excess  of  those  legally 
assessed,  shall  be  ordered  refunded  to  the  taxpayer,  with  interest 
from  time  of  payment. ■'° 

Article  VIII 

Administration 

Sec.  800.  Tax  coiumissioii  to  luhiiijilslcr  this  act:  districls. — The 
tax  commission  shall  administer  and  enforce  tlie  tax  herein  imi)osed, 
for  which  pur])ose  it  may  divide  the  state  into  districts,  in  each  of 
which  a  branch  office  of  the  tax  commission  may  be  established.  It 
may  from  time  to  time  change  the  limits  of  such  districts. 

Sec.  801.  Powers  of  tax  connnission.  —  The  tax  commission,  for 
the  jiurpose  of  ascertaining  the  correctness  of  any  return  or  for  the 
purpose  of  making  an  estimate  of  the  taxable  income  of  any  tax- 
payer, shall  have  power  to  examine  or  cause  to  be  examined  by  any 
agent  or  representative  designated  by  it  for  that  purpose,  any  books, 
papers,  records  or  memoranda  bearing  upon  the  matters  required  to 
be  included  in  the  return,  and  may  require  the  attendance  of  the 
taxpayer  or  of  any  other  person  having  knowledge  in  the  premises, 
and  may  take  testimony  and  require  proof  material  for  its  informa- 
tion, with  power  to  administer  oath  to  such  person  or  persons.^" 

Sec.  802.  Officers,  agents  and  employees. — 1.  The  tax  commission 
may  api)oint  and  remove  a  person  to  be  known  as  the  income-tax 
director  who,  under  its  direction  shall  have  supervision  and  control 
of  the  assessment  and  collection  of  the  income  taxes  provided  in 
this  act ;  the  tax  commission  may  also  appoint  such  other  officers, 
agents,  deputies,  clerks  and  employees  as  it  may  deem  necessary, 
such  persons  to  have  such  duties  and  powers  as  the  tax  commission 
may  from  time  to  time  prescribe. 

2.  The  salaries  of  all  officers,  agents  and  employees  employed  by 
the  tax  commission  shall  be  such  as  it  may  prescribe,  not  to  exceed 
such  amounts  as  may  be  appropriated  therefor  by  the  legislature, 
and  the  members  of  the  tax  commission  and  such  officers,  agents 
and  employees  shall  be  allowed  such  reasonable  and  necessary  travel- 
ing and  other  expenses  as  may  be  incurred  in  the  performance  of 

26  Reviews  by  courts  in  the  counties  likely  to  breed  confusion.  Commis- 
sion more  likely  to  be  right  than  courts  of  original  jurisdiction,  being  more 
expert  in  questions  involved.  Suggests  appeal  direct  to  appellate  courts  only. 
Ivins:  XV,  299. 

3"  Suggests  commission's  right  to  delegate  authority  to  investigators  to  ex- 
amine witnesses  be  expressed  in  the  law.     Ivins :  XV,  300. 
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their  duties,  not  to  exceed  the  amounts  appropriated  therefor  by  the 
legislature. 

3.  The  tax  commission  may  require  such  of  the  officers,  agents 
and  employees  as  it  may  designate,  to  give  bond  for  the  faithful 
performance  of  their  duties  in  such  sum  and  with  such  sureties  as 
it  may  determine,  and  all  premiums  on  such  bonds  shall  be  paid  by 
the  tax  commission  out  of  moneys  appropriated  for  the  purpose  of 
this  act. 

Sec.  803.  Oaths  and  acknozvlcdgmcnts. — The  members  of  the  tax 
commission  and  such  officers,  as  it  may  designate,  shall  have  the 
power  to  administer  an  oath  to  any  person  or  to  take  the  acknowl- 
edgment of  any  person  in  respect  of  any  return  or  report  required 
by  this  act  or  the  rules  and  regulations  of  the  tax  commission. 

Sec.  804.  Publication  of  statistics. — The  tax  commission  shall  pre- 
pare and  publish  annually  statistics  reasonably  available,  with  re- 
spect to  the  operation  of  this  act,  including  amounts  collected,  classi- 
fications of  taxpayers,  income  and  exemptions,  and  such  other  facts 
as  are  deemed  pertinent  and  valuable. 

Sec.  805.  Secrecy  required  of  officials;  penalty  for  violation.  —  1. 
Except  in  accordance  with  proper  judicial  order  ^^  or  as  otherwise 
provided  by  law,  it  shall  be  unlawful  for  the  members  of  the  tax 
commission,  any  deputy,  agent,  clerk  or  other  officer  or  employee,  to 
divulge  or  make  known  in  any  manner  the  amount  of  income  or  any 
particulars  set  forth  or  disclosed  in  any  report  or  return  required 
under  this  act.  Nothing  herein  shall  be  construed  to  prohibit  the 
publication  of  statistics,  so  classified  as  to  prevent  the  identification 
of  particular  reports  or  returns  and  the  items  hereof,  or  the  inspec- 
tion by  the  attorney  general  or  other  legal  representatives  of  the 
state,  of  the  report  or  return  of  any  taxpayer  who  shall  bring  action 
to  set  aside  or  review  the  tax  based  thereon,  or  against  whom  an 
action  or  proceeding  has  been  instituted  to  recover  any  tax  or  any 
penalty  imposed  by  this  act.  Reports  and  returns  shall  be  preserved 
for  three  years  and  thereafter,  until  the  tax  commission  orders  them 
to  be  destroyed. 

2.  Any  offense  against  subdivision  one  of  this  section  shall  be 
punished  by  a  tine  of  not  exceeding  one  thousand  dollars  or  by  im- 
prisonment not  exceeding  one  year,  or  both,  at  the  discretion  of  the 
court,  and  if  the  offender  be  an  officer  or  employee  of  the  state,  he 
shall  be  dismissed  from  office  and  be  incapable  of  holding  any  public 
office  in  this  state  for  a  period  of  five  years  thereafter. 

2-  What  is  a  proper  judicial  order  compelling  production  of  return?  Does 
a  subpoena  in  a  divorce  proceeding  constitute  one?  Suggests  New  York  rule. 
Ivins  :  XV,  300.  (New  York,  Art.  16,  Sec.  384  practically  restricts  to  tax 
actions  in  New  York  and  to  tax  departments  of  federal  and  state  govern- 
ments, if  they  have  reciprocal  provisions.) 
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3.  Xotwithstanding  the  provisions  of  this  section,  the  tax  com- 
mission may  permit  the  commissioner  of  internal  revenue  of  the 
United  States,  or  the  proper  officer  of  any  state  imposing  an  income 
tax  upon  the  incomes  of  individuals,  or  the  authorized  representa- 
tive of  either  such  officer,  to  inspect  the  income-tax  returns  of  any 
individual,  or  may  furnish  to  such  officer  or  his  authorized  repre- 
sentative an  abstract  of  the  return  of  income  of  any  taxpayer  or 
supply  him  with  information  concerning  any  item  of  income  con- 
tained in  any  return,  or  disclosed  by  the  report  of  any  investigation 
of  the  income  or  return  of  income  of  any  taxpayer ;  but  such  per- 
mission shall  be  granted  or  such  information  furnished  to  such 
officer  or  his  representative,  only  if  the  statutes  of  the  United  States 
or  of  such  other  state,  as  the  case  maybe,  grant  substantially  similar 
privileges  to  the  proper  officer  of  this  state  charged  with  the  admin- 
istration of  the  personal  income-tax  law  thereof. 

Sec.  806.  Regulations.  —  The  tax  commission  may  from  time  to 
time  make  such  rules  and  regulations,  not  inconsistent  with  this  act. 
as  it  may  deem  necessary  to  enforce  its  provisions. 

Article  XI 
Miscellaneous 

Sec.  900.  Distribution  of  the  income  tax. — 

[Provision  should  be  made  whereby  the  proper  local  officials  shall 
be  notified  concerning  the  amount  each  locality  is  to  receive  from 
the  income  tax,  in  time  to  enable  them  to  take  account  of  such  re- 
ceipts when  determining  the  amount  of  the  local  tax  levied  in  each 
year. 

Care  should  be  taken  to  provide  that  a  reasonable  amount  be  with- 
held from  distribution  to  the  state  or  to  the  localities,  in  order  to 
enable  the  commission  to  promptly  make  refunds  to  which  taxpayers 
are  found  to  be  entitled. 

For  purposes  of  reference,  the  following  methods  of  distribution 
contained  in  the  statutes  of  various  .states  having  income-tax  laws  ^^ 
may  be  useful : 

Delaware.  L.  1917,  Ch.  8;  1919.  Ch.  157,  Art.  14,  §212. 

Mass..  L.  1917,  Ch.  209,  317,  339;  1918,  Ch.  107,  154,  219;  1919. 
Ch.  314.  §  1  ;  Ch.  363,  Part  I. 

X.  Y..  L.  1920.  Ch.  694. 

Wise.  L.  1917.  Ch.  485.] 

38  (In  addition  to  the  states  mentioned  in  the  compilers'  notes,  the  follow- 
ing states  have  personal  income  tax  provisions  :  Mississippi,  Missouri,  New 
Hampshire,  North  Carolina,  North  Dakota,  Oklahoma,  South  Carolina  and 
Virginia.) 
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Sec.  901.  Exemption  of  intangible  personal  property  from  taxa- 
tion.*^ 

[Provision  should  be  made  for  exempting  intangible  personal 
property  from  taxation  under  the  property  tax,  as  recommended  in 
the  Preliminary  Report  of  the  committee.  The  wording  of  such  a 
provision  will  necessarily  have  to  depend  upon  the  language  em- 
ployed in  the  tax  law  of  each  state,  and  no  provision  can  possibly 
be  drawn  which  will  be  applicable  to  all  states.  The  importance  of 
providing  for  such  exemption  is  so  great  that  the  committee  feels 
obliged  to  record  here  its  belief  that  a  personal  income  tax  cannot 
be  expected  to  operate  satisfactorily  in  a  state  which  continues  to 
tax  intangible  personal  property  under  the  property  tax. 

For  purposes  of  reference,  the  following  exemption  provisions, 
contained  in  the  statutes  of  various  states  having  income-tax  laws 
may  be  useful : 

Mass.,  L.  1918,  Ch.  257,  §  69. 

X.  Y.,  L.  1920.  Ch.  120. 

Xo.  Dak.,  L.  1919,  Spec.  Sess.,  Ch.  62. 

Wis.,  L.  1911,  Ch.  658,  Sees.  2  and  3  (p.  999).] 

Sec.  902.  Contract  to  assume  tax  illegal. — It  shall  be  unlawful  for 
any  person  to  agree  or  contract  directly  or  indirectly  to  pay  or 
assume  or  bear  the  burden  of  any  tax  payable  by  any  taxpayer 
under  the  provisions  of  this  act.  Any  such  contract  or  agreement 
shall  be  null  and  void  and  shall  not  be  enforced  or  given  efifect  by 
any  court. 

Sec.  903.  Unconstitutionality  or  inz'alirlity.  —  If  any  clause,  sen- 
tence, paragraph,  or  part  of  this  act  shall,  for  any  reason,  be  ad- 
judged by  any  court  of  competent  jurisdiction  to  be  invalid,  such 
judgment  shall  not  affect,  impair,  or  invalidate  the  remainder  of 
this  act,  but  shall  be  confined  in  its  operation  to  the  clause,  sentence, 
paragraph  or  part  thereof  directly  involved  in  the  controversy  in 
which  such  judgment  shall  have  been  rendered.  Xo  caption  of  any 
section  or  set  of  sections  shall  in  any  way  affect  the  interpretation 
of  this  act  or  any  part  thereof. 

Sec.  904.    Taking  effect  of  the  act. — This  act  shall  take  effect  on 


[Since  several  months  are  required  for  the  work  preliminary  to 
the  assessment  of  an  income  tax,  the  date  at  which  the  law  becomes 
effective  ought  to  be  such  as  to  leave  sufficient  time  for  such  work.] 

■^o  "  In  exempting  intangible  personalty,  look  out  for  your  bank-stock  tax 
under  Richmond  bank  case."  Ivins :  XV,  300.  (Refers  to  Merchants  Nat. 
Bank  of  Richviond  v.  Richmond,  256  U.  S.  619.) 
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Business  Income  Tax 

an  act  providing  for  the  levying,  collecting  and  paying  of  a 

tax  or  excise  with  respect  to  the  carrying  on  or 

doing  business,  by  individuals^  partnerships 

and  corporations,  based  upon  net  income 

Be  it  Enacted  by  the  Legislature  of  the  State  of 

Article  I 
Short  Title  and  Definitions 
Section  1.  Short  title. — This  Act  shall  be  known  and  may  be  cited 
as  The  Business  Income  Tax  Act  of  19 — . 

Sec.  2.  Definitions. — For  the  purposes  of  this  act  and  unless  other- 
wise required  bv  the  context : 

1.  Sec.  2.  1.   ' 

2.  The  word  "  taxpayer  ""  means  any  individual,  fiduciary,  pait- 
nership  or  corporation  subject  to  the  tax  imposed  by  this  act. 

3.  Sec.  2,  4. 

4.  Sec.  2,  5. 

5.  Sec.  2,  6. 

6.  The  word  "'  business  "  includes  trade,  profession,  occupation  or 
employment. 

7.  The  words  "  tangible  property  "  mean  real  property  and  cor- 
poreal personal  property  and  do  not  mean  money,  bank  deposits, 
shares  of  stock,  bonds,  notes,  credits,  evidences  of  debt,  choses  in 
action  or  evidences  of  an  interest  in  property. 

8.  The  words  "  intangible  property  "  mean  all  property  other  than 
tangible  property.  "* 

9.  Sec.  2,  8. 

10.  The  words  "  fiscal  year  "  mean  an  income  year  or  portion 
thereof,  ending  on  the  last  day  of  any  month  other  than  December. 

11.  Sec.  2,  10. 

12.  Sec.  2,  12. 

Article  II 
Imposition  of  Tax 
Sec.  200.  Tax  zt'ith  respect  to  carrying  on  or  doing  business. — 1. 
Every  individual,  partnership  or  corporation  shall  pay  annually  a 
tax  or  excise,  with  respect  to  carrying  on  or  doing  business,  equiv- 
alent to  two  per  cent  of  the  entire  net  income  as  herein  defined,  over 
and  above  $1000,  received  by  such  individual,  partnership  or  cor- 
poration from  business  transacted  within  the  state  during  the  in- 
come year;  Provided,  however,  that  in  no  case  shall  the"  tax  be  less 
than  five  dollars.*^ 

■•1  $5  too  low.  Powell:  XIV,  83;  should  vary  with  jurisdiction,  and  there- 
fore should  be  left  blank.     White:  XIV,  89. 
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2.  Such  tax  shall  first  be  computed  upon  the  net  income  of  the 
individual,  partnership  or  corporation  received  during  the  calendar 
year  ending  December  31,  192 — ,  or  during  any  income  year  ending 
during  said  year,  and  shall  be  collected  and  paid  at  the  times  and  in 
the  manner  herein  provided. '*- 

Sec.  201.  Conditional  and  other  cxcntptioiis. — The  following  or- 
ganizations shall  be  exempt  from  taxation  under  this  act : 

(1)  Labor,  agricultural,  or  horticultural  organizations; 

(2)  Fraternal  beneficiary  societies,  orders  or  associations,  (a) 
operating  under  the  lodge  system  or  for  the  exclusive  benefit  of  the 
members  of  a  fraternity  itself  operating  under  the  lodge  system,  and 
(b)  providing  for  the  payment  of  life,  sick,  accident  or  other  bene- 
fits to  the  members  of  such  society,  order,  or  association  or  their 
dependents ; 

(3)  Building  and  loan  associations  and  cooperative  banks  with- 
out capital  stock,  organized  and  operated  for  mutual  purposes  and 
without  profit ; 

(4)  Cemetery  corporations  and  corporations  organized  for  relig- 
ious, charitable,  scientific  or  educational  purposes,  or  for  the  pre- 
vention of  cruelty  to  children  or  animals,  no  part  of  the  net  earn- 
ings of  which  inures  to  the  benefit  of  any  private  stockholder  or 
individual ;  ^" 

(5)  Business  leagues,  chambers  of  commerce  or  boards  of  trade, 
not  organized  for  profit  and  no  part  of  the  net  earnings  of  which 
inures  to  the  benefit  of  any  private  stockholder  or  individual ;  ** 

(6)  Civic  leagues  or  organizations  not  organized  for  profit  but 
operated  exclusively  for  the  promotion  of  social  welfare; 

(7)  Clubs  organized  and  operated  exclusively  for  pleasure,  rec- 
reation and  other  non-profitable  purposes,  no  part  of  the  net  earn- 
ings of  which  inures  to  the  benefit  of  any  private  stockholder  or 
member ; 

(8)  Farmers'  or  other  mutual  hail,  cyclone,  or  fire-insurance 
companies,  mutual  ditch  or  irrigation  companies,  mutual  or  coopera- 
tive telephone  companies,  or  like  organizations  of  a  purely  local 
character,  the  income  of  which  consists  solely  of  assessments,  dues, 
and  fees  collected  from  members  for  the  sole  purpose  of  meeting 
expenses ; 

(9)  Farmers",  fruit  growers",  or  like  organizations,  organized  and 

*-  Where  business  moves  in  or  out  of  state  during  income  year,  should  re- 
port for  entire  year  and  pay  for  proportion  of  year  in  state.     Ivins :  XV,  294. 

*3  Hospital  corporation  should  be  mentioned  as  exempt  corporation.  Tobin  : 
XIV,  85. 

**  Suggests  that  some  business  concerns  like  "  Dairymen's  League "  (in 
New  York)  might  get  exemption  under  these  clauses,  and  from  nature  of 
their  operations  are  not  entitled  thereto.     Tobin  :  XIV,  84. 
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operated  as  sales  agents  for  the  purpose  of  marketing  the  products 
of  members  and  turning  back  to  them  the  proceeds  of  sales,  less  the 
necessary  selling  expenses,  on  the  basis  of  the  quantity  of  produce 
furnished  by  them  ;  *^ 

( 10)  Corporations  organized  for  the  exclusive  purpose  of  hold- 
ing title  to  property,  collecting  income  therefrom,  and  turning  over 
the  entire  amount  thereof,  less  expenses,  to  an  organization  which 
itself  is  exempt  from  the  tax  by  this  act; 

(11)  Banks,  savings  banks,  institutions  for  savings,  insurance 
companies,  trust  com])anies,  corjjorations  wholly  engaged  in  the 
l)urchase  and  sale  of  and  holding  title  to  real  estate  as  principals  and 
corporations  whose  sole  business  consists  of  holding  the  stocks  of 
other  corporations  for  the  purpose  of  controlling  the  management 
and  affairs  of  such  other  corporations,  except  such  as  are  specifically 
subject  to  make  return  under  the  provisions  of  section  401  of  this 
act ; ^« 

(12)  Railroad,  street  railway,  express,  telegraph,  telephone,  elec- 
tric light,  heat  and  power  companies,  water,  gas,  freight  line  and 
equipment  companies,  oil  and  mining  companies  and  other  com- 
panies which,  under  existing  laws,  are  subject  to  taxation  with  re- 
spect to  the  value  of  their  franchises,  good- will,  or  intangible  prop- 
erty as  a  going  concern,  the  earnings  or  income  of  which  are  taken 
into  consideration  in  determining  such  value,  and  companies  which 
are  subject  to  taxation  with  reference  to  gross  receipts  or  earnings 
in  lieu  of  such  taxation. 

[Xote.  —  It  is  assumed  that  various  kinds  of  business  which  are 
being  taxed  under  existing  laws,  would  not  be  brought  under  this 
act.  Such  business  would  seem  in  general  to  be  such  as  is  being 
satisfactorily  and  adequately  taxed  under  special  laws  and  not  under 
the  general  property  tax.  Doubtless  it  would  greatly  disturb  and 
disarrange  the  existing  system  in  any  state  if  it  were  attempted  to 
bring  all  business  under  this  act  and  this  is  not  necessary. 

A  suggestive  list  of  excepted  business  is  contained  in  subdivisions 
(11)  and  12),  which  list  may  be  increased  or  diminished  according 
to  the  situation  in  a  given  state. 

The  need  of  these  exceptions  is  recognized  in  the  Wisconsin  and 
Xew  York  laws  and  is  referred  to  in  the  report  of  the  Model  Tax 
Committee.  See  Wise.  Stat,  Sec.  1087  m-5  (3)  ;  Laws  N.  Y.  1920, 
Ch.  640;  Proceedings  Nat.  Tax  Assoc'n,  Vol.  XII,  pp.  447-450.] 

•»'  Idem. 

*^  .Should  not  private  bankers  be  included?  Tobin  :  XIV,  84.  (This  clause 
may  need  revision  in  view  of  recent  changes  in  methods  of  conducting  bank- 
ing and  investment  business.) 
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Article  III 
Computation  of  Tax 

Sec.  300.  Net  income  defined. — Sec.  300. 

Sec.  301.  Gross  income  defined. — 1.  The  words  "gross  income" 
include  gains,  profits  and  income  derived  from  salaries,  wages,  or 
compensation  for  personal  service,  of  whatever  kind  and  in  what- 
ever form  paid,  or  from  professions,  vocations,  trades,  commerce, 
or  sales,  or  dealings  in  property,  whether  real  or  personal,  growing 
out  of  the  ownership  or  use  of  or  interest  in  such  property;  also 
from  interest,  rent,  dividends  and  securities,  to  the  extent  that  any 
of  such  items  form  a  part  of  income  received  in  connection  with 
any  business,  trade,  profession  or  occupation  carried  on  for  gain  or 
profit,  subject  to  taxation  under  this  act,  or  gains  or  profits  and  in- 
come derived  from  any  business  whatever.  The  amounts  of  all  such 
items  shall  be  included  in  the  gross  income  of  the  income  year  in 
which  received  by  the  taxpayer,  unless,  under  the  methods  of  ac- 
counting permitted  under  this  act,  any  such  amounts  are  to  be  prop- 
erly accounted  for  as  of  a  different  period. 

2.  The  words  "  gross  income  "  do  not  include  the  following  items, 
which  shall  be  exempt  from  taxation  under  this  act : 

(a)  The  proceeds  of  life-insurance  policies  and  contracts  paid  to 
the  taxpayer  upon  the  death  of  the  insured; 

(b)  Sec.  301,  2,  b;^" 

(c)  Sec.  301,  2,  d; 

(d)  Sec.  301,2,  e; 

(e)  Sec.  301,  2,  f. 

Sec.  302.  Basis  of  return  of  net  income. — 1.  Sec.  302,  1. 

2.  Sec.  302,  2. 

Sec.  303.  Determination  of  gain  or  loss. — Sec.  303. 

Sec.  304.  Exchanges  of  propertx. — 1.  Sec.  304,  1. 

2.  Sec.  304,  2. 

3.  Sec.  304,  3.  ; 

Sec.  305.  Inventory. — Sec.  305. 

Sec.  306.  Deductions.  —  In  computing  net  income  there  shall  be 
allowed  as  deductions : 

(a)  Sec.  306,  a; 

(b)  All  interest  paid  during  the  income  year  on  indebtedness  in- 
curred in  connection  with  the  trade  or  business ; 

(c)  Taxes  paid  or  accrued  within  the  income  year,  in  respect  to 

■*'  (See  footnote  to  Personal  Income  Ta.x  Law,  Sec.  301,  2,  c.  Should  not 
a  clause  similar  to  Sec.  301,  2,  c  of  Personal  Income  Tax  Law  be  included 
here?  How  about  usual  donations  of  stock  into  treasury  to  enable  stock  with 
par  value  to  be  sold  at  a  discount?) 
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the  income  from  the  trade  or  business  or  in  respect  to  the  trade  or 
business  or  the  property  used  therein  or  which  may  be  made  the 
condition  of  carrying  on  the  trade  or  business,  imposed  by  the 
authority  of  the  United  States  or  of  any  of  its  possessions  or  of  any 
state,  territory  or  the  District  of  Columbia  or  of  any  foreign  coun- 
try; except  taxes,  imposed  by  this  act,  and  taxes  assessed  for  local 
benefits,  of  a  kind  tending  to  increase  the  value  of  the  property 
assessed;  ■'^ 

(d)  Losses  sustained  during  the  income  year  and  not  compen- 
sated for  by  insurance  or  otherwise,  if  incurred  in  connection  with 
the  trade  or  business ; 

(e)  Debts  ascertained  to  be  worthless  and  charged  off  within  the 
income  year,  if  the  amount  has  previously  been  included  in  gross 
income  in  a  return  under  this  act ; 

(f)  Sec.  306.  h; 

(g)  Sec.  306.  i; 

(h)  For  each  taxpayer,  the  sum  of  $1000. 

Sec.  307.  Items  not  deductible. — In  computing  net  income  no  de- 
duction shall  in  any  case  be  allowed  in  respect  of : 

(a)  Sec.  307,  a; 

(b)  Any  amount  paid  out  for  new  buildings  or  for  permanent 
improvements  or  betterments,  made  to  increase  the  value  of  any 
property  used  in  the  trade  or  business ; 

(c)  Any  amount  expended  in  restoring  property  used  in  the  trade 
or  business  for  which  an  allowance  is  or  has  been  made ; 

(d)  Premiums  paid  on  any  life-insurance  policy  covering  the  life 
of  any  officer  or  employee  or  of  any  person  financially  interested  in 
the  trade  or  business,  when  the  taxpayer  is  directly  or  indirectly  a 
beneficiary  under  such  policy. 

Sec.  308.'"'  Allocation  and  Apportionment  of  Income. — 1.  Inter- 
est, dividends,  rents  and  royalties  not  received  in  connection  with 
the  transaction  of  business,  and  gains  from  the  sale  of  property  not 
held,  owned  or  used  in  connection  with  business   (less  related  ex- 

*s  See  footnote  to  Personal  Income  Tax  Law,  Sec.  306,  c. 

*9  (These  are  not  the  provisions  of  the  original  draft ;  they  are  those  recom- 
mended to  be  substituted  therefor  by  a  special  committee  appointed  for  that 
purpose.  X\',  212-215.  The  original  draft  contained  "  Sec.  308.  Allocation 
of  net  income  of  a  resident  taxpayer  "  ;  "  Sec.  309.  Allocation  of  net  income 
of  a  non-resident  taxpayer";  "  Sec.  310.  Allocation  of  net  income  made  by  a 
taxpayer";  and  ".Sec.  311.  Definition  of  a  resident  and  a  non-resident  tax- 
payer."' It  may  be  added  that  the  validity  of  these  sections,  adopted  from 
the  report  of  the  special  committee  in  1923  by  North  Dakota  was  sustained, 
without  opinion,  by  the  Federal  District  Court  for  the  District  of  North 
Dakota  (Decree  dated  Nov.  25,  1927)  and  appeal  has  been  taken  to  the 
United  States  Circuit  Court  of  Appeals,  Eighth  Circuit.  Standard  Oil  Co.  v. 
Thoresen.) 
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penses,  if  any)  shall  be  deducted  from  the  taxpayer's  total  net  in- 
come and  only  the  balance,  hereinafter  referred  to  as  business  in- 
come, shall  be  taxable  hereunder. 

2.  If  the  trade  or  business  of  the  taxpayer  is  carried  on  entirely 
within  the  state,  the  tax  shall  be  imposed  on  the  entire  business  in- 
come, but  if  such  trade  or  business  is  carried  on  partly  within  and 
partly  without  the  state,  the  tax  shall  be  imposed  only  on  the  por- 
tion of  the  business  income  reasonably  attributable  to  the  trade  or 
business  within  the  state,  to  be  determined  as  follows : 

(a)  Interest,  dividends,  rents  and  royalties  (less  related  expenses) 
received  in  connection  with  business  in  the  state,  shall  be  allocated 
to  the  state  and  where  received  in  connection  with  business  outside 
of  the  state,  shall  be  allocated  outside  of  the  state. 

(b)  Gains  from  the  sale  of  capital  assets  or  property  held,  owned 
or  used  in  connection  with  the  trade  or  business  of  the  taxpayer  but 
not  for  sale  in  the  regular  course  of  business  shall  be  allocated  to 
the  state  if  the  property  sold  is  real  or  tangible  personal  property 
situated  in  the  state  or  intangible  property  connected  w'ith  the  busi- 
ness in  the  state;  otherwise,  such  gains  shall  be  allocated  outside  of 
the  state. 

(c)  Xet  income  of  the  above  classes  having  been  separately  allo- 
cated and  deducted  as  above  provided,  the  remainder  of  the  net 
business  income  of  the  taxpayer  shall  be  allocated  and  apportioned 
as  follows : 

(1)  Where  income  is  derived  from  business  other  than  the  manu- 
facture and  sale  of  tangible  personal  property,  such  income  shall  be 
specifically  allocated  or  equitably  apportioned  within  and  without 
the  state  under  rules  and  regulations  of  the  Tax  Commission. 

(2)  Where  income  is  derived  from  the  manufacture  or  sale  of 
tangible  personal  property,  the  portion  thereof  attributable  to  busi- 
ness within  the  state  shall  be  taken  to  be  such  percentage  of  the  total 
of  such  income  as  the  tangible  property  and  business  within  the 
state  bear  to  the  total  tangible  property  and  total  business,  the  per- 
centages of  tangible  property  and  of  business  being  separately  de- 
termined as  hereinafter  provided  and  the  two  percentages  averaged. 

For  purposes  of  the  foregoing  computation,  the  value  of  the  tan- 
gible property  shall  be  taken  to  be  the  average  value  of  the  tangible 
property  held  and  owned  by  the  taxpayer  in  connection  with  such 
business  during  the  year  for  which  the  income  is  returned,  exclud- 
ing any  property  the  income  of  which  is  not  taxable  or  separately 
allocated  under  the  foregoing  provisions  of  this  Act. 

The  business  of  the  taxpayer  shall  be  measured  by  the  amount 
which  the  taxpayer  has  paid  out  during  the  year  for  which  the  in- 
come is  returned  for  wages,  salaries  or  other  compensation  to  em- 
ployes and  for  the  purchase  of  goods,  materials  and  supplies  con- 
sumed or  sold  in  the  regular  course  of  business,  plus  the  amount  of 
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all  receipts  during  the  year  from  sales  and  other  sources  connected 
with  said  business,  excluding,  however,  receipts  from  the  sale  of 
capital  assets  and  property  not  sold  in  the  regular  course  of  business 
and  also  receipts  from  interest,  dividends,  rents  and  royalties  sep- 
arately allocated  as  above  provided. 

Accounts  payable  for  compensation  and  jjurchases  and  accounts 
receivable  from  sales  and  other  sources  arising  from  business  dur- 
ing the  year,  shall  be  included  in  the  formula  if  the  taxpayer's  re- 
turn is  made  on  the  accrued  basis. 

For  the  purpose  of  this  subdivision,  payments  for  wages,  salaries 
and  other  compensation  shall  be  assigned  to  the  office,  agency  or 
place  of  business  of  the  taxpayer  at  which  the  employe  chiefly  works 
or  from  which  he  is  sent  out  or  with  which  he  is  chiefly  connected. 

Payments  for  purchases  shall  be  assigned  to  the  office,  agency  or 
place  of  business  of  the  taxpayer  at  or  from  which  such  purchases 
are  chiefly  handled  and  attended  to  with  respect  to  the  negotiation 
and  execution. 

Receipts  from  sales  and  other  sources  shall  be  assigned  to  the 
office,  agency  or  place  of  business  of  the  taxpayer  at  or  from  which 
the  transactions  giving  rise  to  such  receipts  are  chiefly  handled  and 
attended  to  with  respect  to  the  negotiation  and  execution. 

For  the  purposes  of  this  section,  the  word  "  sale  "  shall  include 
exchange  and  the  word  "  manufacture  "  shall  include  the  extraction 
and  recovery  of  natural  resources  and  all  processes  of  fabricating 
and  curing. 

Sec.  309.-'''°  Allocation  in  special  cases. — If  any  taxpayer  believes 
that  the  method  of  allocation  and  apportionment  hereinbefore  pre- 
scribed as  administered  by  the  Tax  Commission  and  applied  to  his 
business  has  operated  or  will  so  operate  as  to  subject  him  to  taxa- 
tion on  a  greater  portion  of  his  net  income  than  is  reasonably  attrib- 
utable to  business  or  sources  within  the  state,  he  shall  be  entitled  to 
file  with  the  Commission  a  statement  of  his  objections  and  of  such 
alternative  method  of  allocation  and  apportionment  as  he  believes 
to  be  proper  under  the  circumstances  with  such  detail  and  proof 
and  within  such  time  as  the  Commission  may  reasonably  prescribe; 
and  if  the  Commission  shall  conclude  that  the  method  of  allocation 
and  api)ortionment  theretofore  employed  is  in  fact  inapplicable  and 
ineciuitable.  it  shall  redetermine  the  taxable  income  by  such  other 
method  of  allocation  and  apportionment  as  seems  best  calculated  to 
ass'gn  to  the  state  for  taxation  the  portion  of  the  income  reasonably 
attributable  to  business  and  sources  within  the  state,  not  exceeding, 
however,  the  amount  which  would  be  arrived  at  by  application  of 
the  statutory  rules  for  apportionment. 

5«  Idem. 
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Article  IV 

Returns 

Sec.  400.  Return  of  net  income.'-''^ — 1.  Every  individual,  partner- 
ship and  corporation  subject  to  tax  under  this  act  and  having  a  net 
income  during  the  income  year  from  trade  or  business  carried  on  in 
the  state,  of  $1000  or  over,  shall  make  a  return,  under  oath,  stating 
specifically  the  items  of  gross  income,  the  deductions  and  such  other 
facts  as  the  tax  commission  may  require  for  the  purpose  of  making 
any  computation  required  by  this  act. 

2.  If  an  individual  taxpayer  is  unable  to  make  his  own  return,  the 
return  shall  be  made  by  a  duly  authorized  agent  or  by  a  guardian 
or  other  person  charged  with  the  conduct  of  the  business  of  the 
taxpayer. 

3.  The  return  by  a  partnership  shall  be  made  by  any  one  of  the 
partners. 

4.  The  return  of  the  net  income  of  a  trade  or  business  carried  on 
by  an  estate  or  trust  shall  be  made  by  the  fiduciary  and.  under  such 
regulations  as  the  tax  commission  may  prescribe,  may  be  made  by 
one  of  two  or  more  joint  fiduciaries. 

5.  The  return  by  a  corporation  shall  be  sworn  to  by  the  president, 
vice-president  or  other  principal  officer  and  by  the  treasurer  or 
assistant  treasurer. 

6.  Subject  to  such  regulations  as  the  tax  commission  may  pre- 
scribe, any  taxpayer,  taxable  hereunder  may,  by  incorporating  in  the 
return  a  consent  to  be  taxed  with  respect  to  the  entire  net  income, 
omit  from  his  return  the  statements  provided  in  this  act  for  the 
purpose  of  the  allocation  of  net  income. 

7.  The  return  by  an  individual  who,  while  living,  was  carrying 
on  trade  or  business  in  the  state,  during  the  income  year  and  who 
has  died  before  making  the  return,  shall  be  made  in  his  name  and 
behalf  by  the  administrator  or  executor  of  the  estate  and  the  tax 
shall  be  levied  upon  and  collected  from  his  estate. 

Sec.  401.  Consolidated  returns. — 1.  Any  taxpayer  capable  of  ex- 
ercising either  directly  or  indirectly  substantially  the  entire  control 
ot  the  business  of  another  taxpayer,  either  by  ownership  or  control 
of  substantially  the  entire  capital  stock  (if  a  corporation)  of  such 
other  taxpayer  or  otherwise,  may,  under  regulations  to  be  prescribed 
by  the  tax  commission,  be  permitted  to  make  a  consolidated  return, 
showing  the  consolidated  net  income  and  such  other  information  as 
the  tax  commission  may  require  in  order  to  compute  the  net  income 
properly  attributable  to  the  state  and  to  impose  the  tax  upon  the 
taxpayers  concerned. 

2.  The  tax  commission  may  permit  the  filing  of  a  consolidated 

^'^  See  footnotes  to  Personal  Income  Tax  Law,  Sec.  400. 
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return  where  substantially  the  entire  control  of  two  or  more  tax- 
payers, liable  to  taxation  under  this  act  is  exercised  by  the  same 
interests. 

3.  WHiere  the  tax  commission  has  reason  to  believe  that  any  tax- 
payer so  conducts  the  trade  or  business  as  either  directly  or  in- 
directly to  distort  his  true  net  income  and  the  net  income  properly 
attributable  to  the  state,  whether  by  the  arbitrary  shifting  of  in- 
come, through  price  fixing,  charges  for  services  or  otherwise, 
whereby  the  net  income  is  arbitrarily  assigned  to  one  or  another 
unit  in  a  group  of  taxpayers  carrying  on  business  under  a  substan- 
tially common  control,  it  may  require  such  facts  as  it  deems  neces- 
sary for  the  proper  computation  of  the  entire  net  income  and  the 
net  income  properly  attrilnitable  to  the  state,  and  in  determining  the 
same  the  tax  commission  shall  have  regard  to  the  fair  profits  which 
would  normally  arise  from  the  conduct  of  the  trade  or  business. 

Sec.  402.  Returns  zvhcn  income  year  changed.  —  If  a  taxpayer, 
with  the  approval  of  the  tax  commission,  changes  the  income  year 
on  the  basis  of  which  his  net  income  is  computed,  he  sliall,  at  such 
time  and  in  such  manner  as  the  tax  commission  may  prescribe, 
make  a  separate  return  of  his  net  income  received  during  the  period 
intervening  between  the  end  of  his  former  income  year  and  the 
beginning  of  his  new  income  year,  in  which  return  the  specific  de- 
duction of  $1000  allowed  in  this  act  shall  be  reduced  to  an  amount 
which  bears  the  same  ratio  to  the  full  deduction  thus  allowed  as  the 
number  of  months  in  such  period  bears  to  twelve  months. 

Sec.  403.  Time  and  place  of  filing  returns. — Returns  shall  be  in 
such  form  as  the  tax  commission  may  from  time  to  time  prescribe 
and  shall  be  filed  with  the  tax  commission,  at  its  main  office  or  at 
any  branch  office  which  it  may  establish,  on  or  before  the  fifteenth 
day  of  the  fourth  month  next  after  the  preceding  income  year.  In 
case  of  sickness,  absence  or  other  disability,  or  whenever  in  its 
judgment  good  cause  exists,  the  tax  commission  may  allow  further 
time  for  filing  returns.  There  shall  be  annexed  to  the  return  the 
affidavit  or  affirmation  of  the  taxpayer  making  the  return,  to  the 
effect  that  the  statements  contained  therein  are  true.  The  tax  com- 
mission shall  cause  to  be  prepared  blank  forms  for  the  said  returns 
and  shall  cause  them  to  be  distributed  throughout  the  state  and  to 
be  furnished  upon  application,  but  failure  to  receive  or  secure  the 
form  shall  not  relieve  any  taxpayer  from  the  obligation  of  making 
the  return. 

Sec.  404.  Failure  to  file  returns;  supplementary  returns. — Sec.  404. 
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Article  V 

Collection  and  Enforcement  of  Tax 

Sec.  500.   Time  and  place  of  payment  of  tax. — 1.  Sec.  500,  1. 

2.  Sec.  500,  2. 

Sec.  501.  Examination  of  returns. — 1.  Sec.  501,  1. 

2.  Sec.  501,  2. 

3.  Sec.  501,  3. 

4.  Sec.  501,  4. 

5.  Sec.  501,  5. 

6.  Sec.  501,  6. 

Sec.  502.  Additional  taxes. — Sec.  502. 
Sec.  503.  Warrant  for  the  collection  of  taxes. — Sec.  503. 
Sec.  504.  Tax  a  debt.— Sec.  504. 
Sec.  505.  Action  for  recovery  of  taxes. — Sec.  505. 
Sec.  506.   Tax  upon  settlement  of  fidnciarx's  account.  —  1.  Sec. 
506,   1. 
2.  Sec.  506,  2. 

Article  VI 
Penalties 
Sec.  600.  Penalties.— \.  Sec.  600,  1. 

2.  Sec.  600,  2. 

3.  Sec.  600,  3. 

4.  Sec.  600,  4. 

5.  Sec.  600,  5. 

6.  Sec.  600,  6. 

7.  Sec.  600,  7. 

8.  Sec.  600,  8. 

9.  Sec.  600,  9. 

Article  VII 

Revision  and  Appeal 
Sec.  700.  Rez'ision  by  tax  commission. — Sec.  700. 
Sec.  701.  Appeal.— Sec.  701. 

Article  VIII 
Administration 

Sec.  800.  Tax  commission  to  administer  this  act;  districts. — Sec. 
800. 

Sec.  801.  Powers  of  tax  commission. — Sec.  801. 

Sec.  802.  Officers,  agents  and  emploxees. — 1.  Sec.  802,  1. 

2.  Sec.  802,  2. 

3.  Sec.  802,  3. 

28 
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Sec.  803.  Ocillis  a)id  ackiio':i'lLilg)iiciits. — Sec.  803. 
Sec.  804.  Publication  of  statistics. — Sec.  804. 

Sec.  805.  Sccrccx  required  of  officials;  pcn-altv  for  violation. — 1. 
Sec.  805,  1.  " 

2.  Sec.  805.  2. 

3.  Sec.  805.  3.=- 

Sec.  806.  Regulations.— Sec.  806. 

Article  XI 
Miscellaneous 

Sec.  900.  Distribution  of  the  tax. 

[Provision  should  be  made  whereby  the  proper  local  officials  shall 
be  notified  concerning  the  amount  each  locality  is  to  receive  from 
the  tax,  in  time  to  enable  them  to  take  account  of  such  receipts 
when  determining  the  amount  of  the  local  tax  levied  in  each  year. 

Care  should  be  taken  to  provide  that  a  reasonable  amount  be 
withheld  from  distribution  to  the  state  or  to  the  localities,  in  order 
to  enable  the  commission  to  promptly  make  refunds  to  which  tax- 
payers, are  found  to  be  entitled. 

We  suggest  that  the  state  should  ordinarily  retain  for  its  use  some 
part  of  the  proceeds  of  the  tax,  the  balance  to  be  distributed  to  the 
localities  in  accordance  with  the  conditions  in  each  state. 

For  purposes  of  reference  the  following  methods  of  distribution 
contained  in  the  statutes  of  various  states  having  income-tax  laws, 
may  be  useful  : 

Mass.,  L.  1919,  Ch.  355.  §  31. 

N.  v.,  L.  1918,  Ch.  417,  §  6;  L.  1919,  Ch.  628.  §  13.] 

Sec.  901.  Exemption  from  certain  other  taxation.  —  The  tax  im- 
posed by  this  act  shall  be  in  lieu  of  all  license,  privilege  and  fran- 
chise or  other  taxes,  whether  state  or  local,  which  are  now  imposed 
upon  taxpayers  taxable  hereunder,  except  property  taxes  and  taxes 
for  local  benefits,  and  such  taxpayers  shall  be  exempt  from  such 
license,  privilege,  franchise  or  other  taxes. ^^ 

[Xote.  —  The  committee  considers  this  provision  essential  to  the 
logical  and  rational  application  of  the  tax  suggested.  A  simple  sys- 
tem of  l)usiness  taxation  is  suggested,  levied  pursuant  to  definitely 

52  (In  this  business-ta.\  law,  the  word  "person"  instead  of  "individual" 
should  be  used  in  the  phrase  "  to  inspect  the  income-tax  returns  of  any  indi- 
vidual." In  place  of  the  last  six  words  of  the  Personal  Income  Tax  Law. 
the  business-tax  law  reads  "  this  act."  Otherwise  the  two  laws  are  similar. 
Query :  Should  not  there  be  added  "  or  any  act  of  a  similar  nature,"  or 
words  to  the  same  general  effect?) 

53  (See  footnote  to  Personal  Income  Tax  Law,  Sec.  901.  Should  not  in- 
tangible personal  property  be  exempted  as  it  was  in  the  Personal  Income 
Tax  Law?) 
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ascertainable  rules  and  by  a  single  assessment,  uniform  and  equal  in 
its  application,  in  place  of  the  miscellaneous  assortment  of  arbitrary 
and  indefinite  taxes  imposed  under  different  names  and  by  differing 
bases,  disturbing  alike  to  business  not  only  from  their  inequality  but 
also  from  their  multiplicity.  (See  Report  of  Model  Tax  Committee, 
Sec.  29.)] 

Sec.  902.  Unconstitutionality  or  invalidity.  —  If  any  clause,  sen- 
tence, paragraph,  or  part  of  this  act  shall,  for  any  reason,  be  ad- 
judged by  any  court  of  competent  jurisdiction  to  be  invalid,  such 
judgment  shall  not  aft'ect,  impair,  or  invalidate  the  remainder  of 
this  act,  but  shall  be  confined  in  its  operation  to  the  clause,  sen- 
tence, paragraph  or  part  thereof  directly  involved  in  the  contro- 
versy in  which  such  judgment  shall  have  been  rendered.  No  cap- 
tion of  any  section  or  set  of  sections  shall  in  any  way  affect  the 
interpretation  of  this  act  or  any  part  thereof. 

Sec.  903.    Taking  effect  of  the  act. — This  act  shall  take  effect  on 


\_Note. — Since  several  months  are  required  for  the  work  prelimi- 
nary to  the  assessment  of  an  income  tax,  the  date  at  which  the  law 
becomes  effective  ought  to  be  such  as  to  leave  sufficient  time  for 
such  work.] 

J.  R.  Cassidy 

F.  S.  Edmonds 
L.  R.  Gottlieb 

G.  M.  Hagee 
R.  Hekeler 
E.  R.  Lewis 
H.  P.  Sneed 

C.  W.  Gerstenberg,  Chairman 

Chairman  Lutz  :  If  there  is  no  further  discussion  of  this  topic 
for  the  afternoon,  we  pass  to  the  second  topic  on  the  program,  the 
round  table  on  State  Personal  Income  Taxation. 

John  E.  Brindley  (Iowa)  :  I  would  like  to  ask  of  Mr.  Gersten- 
berg, have  you  data  on  file  to  the  extent  to  which  you  have  business 
income  taxes? 

C.  W.  Gerstenberg:  I  have  it,  but  I  haven't  it  available  here. 

Mr.  Brindley  :  May  I  write  for  it  ? 

Mr.  Gerstenberg  :  I  will  be  glad  to  give  it  to  you. 

Mr.  Brindley  :  I  am  working  on  a  special  tax  report,  and  I  am 
interested  from  that  point  of  view.  That  is  the  reason  I  ask  the 
question. 
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Chairman  Lutz:  Does  tliat  conclude  tlie  discussion  of  this  sub- 
ject? Let  me  remind  the  members  of  the  Resolutions  Committee 
once  more  that  a  meeting  of  the  full  committee  will  be  held  in  the 
room  opposite  the  registration  desk  at  the  close  of  the  afternoon 
session. 

We  will  proceed  now  to  the  Round  Taljle  Discussion  on  Personal 
Income  Taxation,  and  I  am  very  glad  to  introduce  Mr.  A.  W.  Kim- 
ball of  the  Wisconsin  Tax  Commission,  who  will  assume  charge  of 
that  discussion. 

(A.  W.  Kimball  presiding.) 

Chairman  Kimball  :  Ladies  and  Gentlemen  :  I  come  with  a  great 
deal  of  reluctance  to  address  a  meeting  of  this  class,  because  I  am, 
first,  a  new  man  on  the  Wisconsin  Tax  Commission,  and  because  I 
have  never  attended  one  of  these  meetings  before,  and  know  very 
Httle  about  them  except  what  I  have  read  from  the  proceedings,  and 
especially  coming  from  a  state  which  has  given  you  in  the  past  two 
very  illustrious  members  in  Mr.  Haugen  and  Dr.  Adams. 

A  few  days  before  I  left  Madison  I  met  Mr.  Haugen,  and  he  ex- 
pressed his  regret  at  not  being  able  to  attend  the  meeting  at  Seattle 
this  year,  and  asked  me  if  I  would  express  to  any  of  the  old  mem- 
bers with  whom  he  was  acquainted  his  very  best  regards,  and  his 
regrets  that  he  could  not  be  here. 

STATE  PERSONAL  INCOME  TAXES 

A.   W.   KIMBALL 
Wisconsin  State  Tax  Commissioner 

In  opening  this  discussion  I  want  to  say  that  I  am  doing  it  with 
very  little  emphasis  on  historical  background.  Licome  taxation  in 
its  various  ramifications  is  not  new,  even  in  this  country.  It  was 
used,  in  a  sense,  by  several  of  the  colonies  long  before  they  became 
united  into  a  nation.  Its  use  at  that  time,  of  course,  was  not  com- 
parable to  our  present  adaptation.  The  economic  situation  was  so 
different  from  ours  that  a  comparison  of  the  laws  in  effect  at  that 
time  would  appear  ridiculous  beside  our  laws  today.  Exhaustive 
studies  have  been  made  of  this  subject  not  only  by  authorities 
selected  by  this  organization,  but  by  educators,  state  and  civic  organ- 
izations, as  well  as  financial  and  industrial  institutions  and  private 
individuals.  All  have  added  to  our  practical  and  theoretical  knowl- 
edge of  this  method  of  raising  revenues.  A  report  in  1918  of  a 
committee  appointed  by  this  association  in  1916  to  prepare  a  model 
plan  for  state  and  local  taxation,  probably  gave  considerable  im- 
petus to  our  interest  in  this  method  of  taxation.  In  1921,  at  the 
direction  of  the  executive  committee,  the  same  committee  that  was 
appointed  in   1916.  went  so   far  as  to  prepare  a  draft  of  a  model 
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business  and  personal  income  tax  act,  designed  as  a  part  of  a  model 
system  of  state  and  local  taxation.  Subsequently,  and  at  every  ses- 
sion since  1921,  some  phase  of  the  subject  of  state  income  taxation 
has  been  discussed  at  our  conventions. 

There  are  now,  in  the  United  States,  twelve  states  deriving  a  por- 
tion of  their  revenue  from  personal  income  taxes.  In  using  the 
term  personal  income  I  include,  also,  income  of  partnerships,  fidu- 
ciaries, and  trusts  not  taxed  as  corporations.  These  states  are  Dela- 
ware, Massachusetts,  Mississippi,  Missouri,  Xew  Hampshire,  New 
York,  North  Carolina,  North  Dakota,  Oklahoma,  South  Carolina, 
Wisconsin,  and  \'irginia.  In  their  fundamentals,  the  laws  of  most 
of  these  states  are  quite  similar.  The  New  Hampshire  law  differs 
quite  materially  from  the  others  in  that  it  taxes  only  income  from 
certain  kinds  of  intangible  personal  property.  There  are,  of  course, 
many  places  where  one  diverges  from  the  others  and  the  laws  of  no 
two  of  these  states  are  exactly  parallel.  Some  are  productive  of  a 
considerable  amount  of  revenue,  relatively  speaking,  while  others 
produce  very  little,  partly  because  of  the  acts  themselves,  which 
limit  the  rates  or  kind  of  income  which  can  be  taxed,  and  partly 
due,  perhaps,  to  the  failure  of  the  respective  legislatures  to  provide 
adequate  ways  and  means  for  administration.  A  bulletin  prepared 
by  the  Bureau  of  Business  Research  of  Indiana  University  in  1926 
indicates  that  the  yield  of  both  personal  and  corporation  income 
taxes  collected  in  1924  ranged  from  9.3%  of  total  state  and  local 
revenues  in  Massachusetts  to  .2  of  1%  in  Oklahoma,  where  only 
personal  incomes  are  taxed.  Wisconsin,  in  that  year  when  the  per- 
sonal property  tax  offset  was  still  effective,  showed  4.87o,  while  in 
the  year  1927  the  collections,  when  the  personal  property  tax  offset 
had  been  removed,  had  jumped  to  12.12%  of  our  total  state  and 
local  tax  receipts.  4.06%  was  from  personal,  and  8.06%  from  cor- 
poration income  taxes. 

In  addition  to  the  taxation  of  incomes  of  persons,  all  of  the  states, 
except  Delaware.  New  Hampshire,  and  Oklahoma,  have  a  tax  on 
corporations  based  on  net  income.  Two  other  states,  namely,  Con- 
necticut and  ]\Iontana,  do  not  have  a  personal  income  tax,  but  have 
a  tax  on  corporations.  In  fairness  to  opponents  of  this  form  of 
taxation,  it  should  also  be  said  that  the  states  of  Oregon,  /Arkansas 
and  New  Mexico  had  income-tax  acts,  which  were  in  actual  opera- 
tion less  than  two  years. 

Prior  to  1911,  income  taxes  met  with  little  success,  unless  we 
acknowledge  the  old  Virginia  law  as  such.  In  that  year,  the  State 
of  Wisconsin  enacted  a  law  taxing  the  incomes  of  both  individuals 
and  corporations.  The  other  states  enumerated  haye  adopted  this 
method  of  raising  revenue  with  New  Hampshire  the  last  state  to 
enact  an  income-tax  law,  which  it  did  in  1924.  It  might  be  signifi- 
cant to  say,  however,  that  only  four  of  the  states  now  employing 
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income  taxes  had  adopted  it  prior  to  the  entry  of  our  country  in  tlie 
war.  Like  many  other  institutions,  good  or  bad,  it  came  into 
prominence  at  that  time. 

A  number  of  gentlemen,  long  e.xi)erienced  in  the  administration 
of  income  taxes  in  their  respective  states,  are  going  to  tell  you  some 
of  the  merits  and  shortcomings  of  income  taxes  in  general  and  more 
specifically  of  the  laws  now  in  operation  in  the  various  states.  They 
will  also  indicate  how-  these  laws  can  be  improved,  strengthened  and 
made  more  workable  and  perhaps  fit  into  the  fiscal  policies  of  our 
states  more  perfectly  than  they  now  do.  I  will  limit  my  remarks  to 
a  brief  comparison  of  the  laws  now  in  effect  in  these  states.  The 
data  which  I  have  collected  is  from  a  brief  study  of  the  statutes  of 
the  different  states  and  from  secondary  sources.  If  there  are  errors 
I  heartily  invite  corrections  when  the  meeting  is  open  for  discussion. 

In  practically  all  of  the  states  the  personal  income  tax  laws  are 
administered  by  the  state  tax  commissions.  Missouri  and  Oklahoma, 
however,  have  placed  this  duty  upon  the  State  Auditor,  while  Dela- 
ware administers  its  law  through  the  State  School  Tax  Department. 

Rates  of  ta.xation  vary  in  the  several  states  from  a  minimum  of 
three-fourths  of  one  per  cent  to  a  maximum  of  six  per  cent.  The 
states  of  Massachusetts  and  New  Hampshire  are  the  only  states  at 
present,  I  believe,  to  classify  income,  and  Massachusetts  alone  taxes 
it  at  different  rates.  In  New  Hampshire  income  takes  the  same  rate 
of  taxes  as  does  other  property.  The  others,  with  the  exception  of 
Missouri,  have  graduated  rates  within  the  ranges  just  mentioned. 
In  addition  to  normal  taxes,  the  State  of  Wisconsin  also  employs  a 
surtax  equivalent  to  one-sixth  of  the  normal  tax  after  allowing  a 
fiat  exemption  equal  to  the  amount  of  income  taxes  on  the  first 
$3,000  of  income.  The  tax  in  no  state,  however,  is  imposed  upon 
the  entire  amount  of  net  income,  as  certain  exemptions  and  deduc- 
tions are  permitted  beyond  the  point  where  net  income  is  ordinarily 
determined  as  an  accounting  proposition. 

Personal  exemptions  range  broadly  from  $1000  for  a  single  indi- 
vidual to  a  maximum  of  $4000  for  a  married  couple  without  de- 
pendents. Within  this  range  there  are  many  variations.  The  State 
of  New  York  allows  the  same  amounts  as  are  allowed  by  the  Fed- 
eral Government,  which  are  higher  than  those  allowed  by  most  of 
the  other  states.  The  New  Hampshire  statutes  grant  an  exemption 
of  only  $200  but  it  must  be  remembered  that  only  a  small  classifica- 
tion of  income  is  taxable.  The  State  of  Wisconsin  again  varies 
from  the  more  general  trend  of  regularity  and  allows  its  exemptions, 
since  the  enactment  of  the  laws  of  1927,  in  dollars  of  tax  rather 
than  in  dollars  of  income.  This  was  believed  by  the  legislature 
(and  was  sponsored  by  the  Tax  Commission)  to  be  more  equitable 
and  to  be  in  conformity  to  the  principle  of  graduation  of  rates, 
which  has  been  in  effect  since  the  first  law  was  enacted  in  1911.     It 
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is  apparent  to  all,  I  believe,  that  allowing  an  exemption  in  dollars 
of  income  is,  in  effect,  granting  an  exemption  at  the  highest  brackets 
applicable  to  any  taxpayer  rather  than  at  a  constant.  This  resulted 
in  granting  to  the  larger  taxpayers  an  amomit  of  exemption  in 
excess  of  that  enjoyed  by  smaller  taxpayers  and  had  a  tendency  to 
break  down  the  graduation  principle,  which  is  built  on  the  theory 
of  ability  to  pay. 

Net  income  for  income  taxation  must  necessarily  be  statutory. 
This  is  recognized  by  all  of  the  states  and  many  kinds  of  income 
are  exempted  from  taxation.  Without  exception,  and  because  of 
constitutional  reasons,  salaries  and  compensation  received  from  the 
United  States  Government  are  exempted  from  taxation.  For  the 
same  reason,  interest  on  federal  obligations  is  exempt.  Some  states 
exempt  interest,  also,  on  securities  of  the  state  and  political  sub- 
divisions therein.  Gifts,  pensions,  inheritances,  life  insurance,  com- 
pensation for  injuries  and  damages,  are  other  items  that  are  exempt 
in  all,  or  part,  of  the  states.  The  recent  decision  of  the  United 
States  Supreme  Court  in  the  Massachusetts  v.  Lockzuood  case  has 
created  additional  exempt  income  in  royalties  from  patents  and 
copyrights.  How  universally  applicable  this  will  be  is  not  as  yet 
determined,  but  it  will,  undoubtedly,  aft'ect  all  states  employing  a 
direct  tax  on  incomes. 

In  the  distribution  of  revenue  derived  from  income  taxes  there  is 
relative  uniformity,  the  state,  in  most  instances,  getting  the  funds. 
The  State  of  New  Hampshire,  however,  after  paying  the  cost  of 
administration,  distributes  its  revenue  to  the  towns  and  cities  where 
the  taxpayers  reside.  The  State  of  New  York  shares  its  revenue 
with  the  municipalities  on  the  basis  of  assessed  value  of  real  estate, 
while  the  State  of  Massachusetts,  after  deducting  the  cost  of  ad- 
ministration and  certain  state  school  aids,  distributes  the  remainder 
to  the  cities  and  towns  on  the  basis  of  their  state  property  tax. 
Wisconsin  divides  its  normal  income  tax  with  both  local  and  county 
governments,  and  the  distribution  is  made  on  the  basis  of  the  assess- 
ment of  these  taxes.  Because  of  this  method  of  distribution,  Wis- 
consin is  the  only  state  that  requires  an  apportionment  of  business 
income  between  the  different  towns,  cities  and  villages  where  the 
income  is  earned.  The  surtax  all  goes  to  the  state  for  a  specific 
fund.  Delaware,  whose  income-tax  act  was  undoubtedly  designed 
primarily  for  school  purposes  and  whose  laws  are  administered  by 
the  State  School  Tax  Department,  distributes  the  funds  for  the 
state  aid  of  schools.  The  collection  of  the  taxes  in  the  various 
states  is  primarily  with  the  local  collecting  agencies,  although  this 
method  is  not  universal.  In  New  York  "and  Missouri  the  collec- 
tions are  made  by  the  Tax  Commission  or  their  representatives. 
Wisconsin,  in  1927,  transferred  this  duty  from  the  local  to  the 
county  treasurers.     New  York,  Massachusetts  and  Delaware  have 


440  .NAllo.NAi,    lAX   ASSOCIATION 

reciprocal  immunities,  allowing  credit  for  taxes  paid  to  the  states 
of  tlieir  residence.  To  my  knowledf^e,  these  are  the  only  states  with 
this  reciprocal  arrangement.  With  the  law  of  Wisconsin,  attempt- 
ing as  it  does  to  allocate  business  income,  income  from  rents  and 
profits  from  the  sale  of  real  estate  and  tangible  personal  property,  to 
the  place  where  the  income  was  earned  or  property  located  and 
taxing  other  income  only  to  residents,  a  reciprocal  agreement  is 
hardly  necessary. 

Undoubtedly,  there  will  bv  many  pertinent  incjuiries  as  to  why 
uniformity  cannot  be  more  general  and  especially  why  state  income 
taxes  cannot  be  made  to  conform  more  closely  to  the  federal  income 
tax  law.  I  shall  not  attempt  to  answer  these  hypothetical  questions. 
as  they  are  to  be  presented  and  answered  by  the  speakers  who  will 
follow  me. 

Mr.  Kimball  (continuing)  :  1  think  the  speakers  who  follow  me 
will  point  out  to  you  possibly  why  some  of  these  things  cannot  be 
ironed  out  because  of  ditlerent  economic  conditions  in  the  states, 
and  probably  they  will  show  where  some  of  the  differences  can  be 
ironed  out  and  we  can  have  more  uniformity. 

Now,  I  am  going  to  call  on  Mr.  Long,  Tax  Commissioner  of  the 
Commonwealth  of  Massachusetts,  to  tell  you  his  version  of  the  per- 
sonal income  tax  in  his  State  of  Massachusetts. 

Henry  F.  Long  (Massachusetts):  Mr.  Chairman  and  Friends: 
There  is  a  great  temptation,  of  course,  for  one  coming  from  a  state 
that  has  an  income  tax  to  talk  extemporaneously  on  the  advantages 
of  it,  but  Mr.  Kimball  was  very  anxious  that  we  confine  ourselves, 
in  the  minutes  that  are  allowed  to  us,  and  lor  tliat  reason  he  asked. 
some  time  before  this  convention  convened,  that  we  reduce,  if  we 
could,  what  we  had  to  say  to  writing. 

NET  L\ COMES,  EXEMPTIONS  AND  I)b:DUCTIONS 

IIKXkV   F.   LONG 
Massachusetts  Commissioner  of  Corporations  and  Taxation 

The  raising  of  governmental  revenue  by  a  tax  on  incomes  which 
exacts  a  certain  percentage  of  the  income  of  each  person  able  to 
pay,  whether  the  proceeds  are  to  be  used  for  federal,  state  or  local 
purposes,  has  among  its  many  advantages  the  element  which  in 
business  would  be  called  "'  a  good  talking  point."  It  sounds  good. 
and  it  is  often  said  that  under  an  income-tax  law  one  need  not  pay 
unless  funds  are  available  from  which  the  payment  may  be  made. 

This  is  much  more  agreeable  than  to  have  it  appear  that  the  gov- 
ernmental unit  requires  payment  for  governmental  activities  merely 
because  a  person  shows,  or  apparently  shows,  his  ability  to  pay  by 
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the  possession  of  property  of  substantial  capital  value,  for  it  may  be 
unproducing  and  can  only  stand  the  tax  because  there  is  an  incre- 
ment accruing  in  the  property,  or  what  is  more  likely  to  be  the  case, 
the  holder  obtains  his  funds  from  some  other  source  to  meet  the  tax 
obligation. 

The  truth  in  the  matter  of  tax  payments  is  of  course  that  funds 
either  come  from  income  derived  from  the  property  which  is  itself 
taxed  or  used  as  a  measure  of  tax,  or  from  some  other  source.  It 
may  come  by  virtue  of  profits  from  the  sale  of  property  which  has 
been  used  as  a  capital  asset  or  because  there  is  an  increased  value 
in  property  additional  money  can  be  borrowed  on  this  unrealized 
gain  and  made  available  to  meet  tax  obligations. 

Despite  the  fact  that  practically  every  income-tax  law  enacted  has 
the  support  of  the  people  generally,  aside  from  that  portion  of  the 
population  that  does  not  care  in  any  way  to  make  any  direct  con- 
tribution to  government,  it  nevertheless  has  developed  in  a  manner 
that  indicates  grave  local  difficulties  for  many  of  the  income-tax 
laws.     This  from  the  legal  as  well  as  the  administrative  side. 

An  income  tax  may  be  an  excise  or  a  property  tax.  If  it  is  an 
excise  tax  it  may  be  legally  safer.  The  Massachusetts  income-tax 
law  has  been  held  by  our  courts,  and  sustained  by  the  United  States 
Supreme  Court,  as  a  property  tax,  this  partially  through  the  history 
of  taxation  in  Massachusetts  which  for  many  years  taxed  intangible 
personal  property  on  its  face  value,  irrespective  of  income  or  not, 
exactly  the  same  as  it  taxed  tangible  personal  property  and  real 
estate.  Massachusetts  found,  as  does  practically  every  state,  that 
intangible  personal  property  did  not  stay  in  the  taxable  group  more 
than  364  days  in  the  year  because  on  the  taxing  day  it  never  was 
present  and  tended  always  to  assert  its  liquidness  by  flowing  out 
from  under  the  eye  of  the  taxing  authorities.  This  experience  will 
eventually  lead  every  taxing  unit  to  adopt  an  income  tax  or  its  sub- 
stantial equivalent.  The  only  course  open  in  the  face  of  such  a 
condition  was  to  tax  the  income  and  not  the  intangible  itself,  if  this 
class  of  property  was  going  to  be  required  to  help  pay  for  govern- 
ment. There  is  still  a  great  deal  of  doubt  as  to  whether  income 
taxation  is  better  on  gross  income  or  on  net  income.  It  appeals  to 
many  that  a  gross  income  tax  at  a  very  low  rate  has  a  great  deal 
more  of  the  elements  of  fairness  and  the  characteristics  which  allow 
for  an  even  spread  of  the  tax  burden  in  it  than  does  a  tax  on  net 
income  at  graduated  or  other  rates,  yet  gross  income  taxation  might 
in  cases  where  the  business  was  conducted  at  a  loss  prove  to  be  ex- 
tremely onerous  on  the  taxpayer  and  possibly  sufficiently  severe  to 
destroy  the  business.  Because  of  this  and  other  substantial  reasons 
net  income  is  accepted  by  many  as  the  fairer  way  because  it  allows 
for  deductions  for  the  cost  of  doing  business  and  for  exemptions 
where  it  is  felt  certain  kinds  of  persons  or  property  should  not  be 
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subject  to  the  tax.  This  provision  allows  tor  the  practice  of  exten- 
sive ingenuity  on  the  part  of  the  taxpayer  to  reduce  the  size  of  the 
net  income  figure  to  the  least  possible  minimum. 

Massachusetts  has  what  might  be  called  two  forms  of  income 
taxation — one  in  the  form  of  an  excise  measure  and  one  as  a  prop- 
erty tax.  Foreign  and  domestic  business  corporations  are  taxed  an 
excise  measured  by  income  and  by  property  represented  by  the 
balance-sheet.  Massachusetts  also  taxes  its  national  banking  asso- 
ciations and  its  trust  companies  which  in  many  states  are  called 
"  State  banks  "  in  the  form  of  an  excise  as  allowed  under  section 
5219  of  the  United  States  Revised  Statutes  as  amended  but  measures 
it  by  income  as  returned  to  the  federal  government  plus  income  not 
so  returned,  taxing  everything  except  dividends  paid  on  stock  of 
corporations  organized  under  the  laws  of  Massachusetts  and  divi- 
dends paid  in  liquidation  of  capital.  The  Massachusetts  income-tax 
law  lays  a  property  tax  on  the  income  of  persons,  partnerships, 
associations  and  trusts.  It  is  a  classified  tax  law  which  lays  a  tax 
at  one  and  one-half  per  cent  on  business  income  which  includes  in- 
come from  salary  as  well  as  from  a  conducted  business,  three  per 
cent  on  gains  from  dealing  in  intangibles,  six  per  cent  on  taxable 
interest  and  dividends,  and  one  and  one-half  per  cent  on  annuities. 

Massachusetts  has  been  quite  liberal  in  its  allowances  to  taxpayers 
by  way  of  exemptions  and  by  way  of  deductions. 

It  has  not  by  statute  undertaken  to  define  what  is  net  income  but 
it  has  been  more  or  less  specific  as  to  w-hat  shall  be  exempted  and 
what  shall  be  allowed  as  deduction  against  taxable  income.  In 
reference  to  "  net  incomes,  exemptions  and  deductions  "  I  must,  in 
part,  confine  myself  to  the  Massachusetts  experience,  and  not  depart 
too  much  in  any  general  observations  that  spring  readily  to  one's 
mind. 

It  may  be  safe  to  observe  that  no  one  really  knows  what  "  net 
income  "  is.  This  is  evidenced  by  legislatures  undertaking  in  many 
instances  to  define  "  net  income  "  so  that  there  shall  be  no  mistake 
as  to  what  is  being  meant,  and  yet  to  trace  out  even  these  definitions 
leaves  one  in  just  as  much  of  a  maze  as  if  no  descriptions  w^ere 
written  in.  Net  income  to  one  person  means  the  total  income  with 
actual  and  fair  deductions  allowed  either  under  the  law  or  under 
the  doctrine  of  common-sense,  but  to  many  others  it  means  that 
figure  which  is  the  irreducible  minimum  after  every  possible  deduc- 
tion has  been  taken.  There  are  many  kinds  of  businesses  that  in 
order  to  get  a  substantial  revenue  require  capital  assets  in  substan- 
tial sums,  yet  there  are  other  businesses  just  as  prosperous  that  re- 
quire less  to  produce  the  gross  income.  In  a  business  where  it  is 
necessary  to  have  a  great  deal  in  the  way  of  capital  assets,  we  find 
represented  merchandise,  machinery  or  real  estate.  The  tendency 
is  to  have  substantial  depreciation  figures  apply  against  these  capital 
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accounts  which  are  usually  fully  valued  for  the  purpose  of  reduc- 
ing, at  least  in  the  prosperous  years,  the  amount  which  finally  pre- 
cipitates itself  into  the  "  net  income  "  portion  of  the  tax  return. 

A  taxpayer's  net  income  may  be,  whatever  in  the  way  of  funds 
comes  to  him  through  the  exercise  of  his  abilities  or  in  any  other 
way  and  available  either  for  expenditure  for  personal  needs,  or  for 
the  purpose  of  increasing  the  income-tax-producing  qualities  of  his 
business,  or  by  way  of  investment  to  increase  either  his  capital  or 
his  yearly  income.  If  there  are  partners  clamoring  for  large  distri- 
butions of  profits,  or  in  the  case  of  corporations,  stockholders 
clamoring  for  large  dividends,  the  tendency  to  increase  the  net  in- 
come available  for  distribution  is  very  pronounced,  and  larger  taxes 
follow. 

In  the  case  of  an  individually-conducted  business  where  a  man 
and  his  family  look  to  the  business  for  daily  and  yearly  sustenance, 
a  tendency  to  draw  out  huge  sums  is  not  present  but  the  urge  to 
keep  the  net  income  figure  available  for  taxation  low  is  most  pro- 
nounced. 

In  Massachusetts  where  our  personal  income  tax  law  has  been  in 
operation  since  1917  an  interesting  situation  developed.  In  the  use 
of  capital  assets  such  as  buildings,  machinery  and  the  like,  where  it 
seemed  reasonable  and  fair  to  do  it,  it  was  the  practice,  starting- 
back  in  1917,  to  allow  against  taxable  income  a  depreciation  of  ten 
per  cent  each  year.  The  deducting  of  this  ten  per  cent  w^as  almost 
automatic  irrespective  of  the  fact  that  depreciation  in  many  cases 
was  more  than  met  by  appreciation,  or  the  depreciation  was  much 
less  by  virtue  of  care  given  to  the  property  by  renewals  and  repairs. 
Suddenly  in  1927  many  of  these  taxpayers  found  their  tax  IdHIs 
greater  than  what  they  had  anticipated  them  to  be  and,  upon  inquiry, 
found  out  that  because  for  ten  years  they  had  been  taking  ten  per 
cent  each  year  they  had  eaten  up  the  whole  100  per  cent  that  they 
were  depreciating,  and  could  not,  as  they  attempted  to,  take  the  ten 
per  cent  as  was  their  practice,  discovering  that  they  had  eaten  their 
cake  too  rapidly,  that  the  benefits  of  the  ten  years'  deductions  against 
income  were  no  longer  available,  and  that  for  the  future,  so  far  as 
that  capital  was  concerned,  they  could  no  longer  use  it  to  reduce  the 
income  tax. 

There  are,  and  always  will  be  in  the  legislative  mind,  and  perhaps 
in  the  minds  of  taxing  authorities,  various  conceptions  of  what  "  net 
income  "  is.  It  has  devious  ways  of  expressing  itself  or  of  con- 
cealing itself.  It  is  not  necessarily  profits.  The  general  idea  of 
course  is  that  it  is  the  income  left  after  payment  of  the  charges 
and  expenses  incident  to  the  procurement  of  the  income.  We  find, 
however,  in  various  statutes  that  many  other  factors  may  enter  into 
the  determination  of  net  income.  For  example,  if  one  compares  the 
federal  net  income  with  the  net  income  under  our  Massachusetts 
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business  income  tax  law.  and  that  under  our  Massachusetts  personal 
income  tax  law,  in  so  far  as  it  relates  to  business  income,  a  striking 
difference  is  seen.  In  all  these  cases  the  problem  that  makes  annual 
determination  of  net  income  difficult  is  that  in  connection  with 
capital  gains.  Increased  value  may  accrue  over  a  long  period  of 
years  and  be  released  in  a  single  transaction.  Under  the  federal 
law  in  allowing  losses  of  previous  years  against  net  income  of  the 
current  year,  trouble  brews  in  practically  every  state  in  the  Union 
that  attempts  to  make  it  easier  for  the  taxpayer  by  using  duplicates 
of  the  returns  made  to  the  federal  government.  To  the  federal 
government  it  makes  no  difference  because  they  tax  the  entire 
Union,  and,  to  use  the  language  of  the  street,  over  a  period  of  years 
'■  one  hand  washes  the  other." 

In  the  case  of  a  state  it  is  necessary  to  have  revenue  each  year, 
just  as  it  is  necessary  to  provide  the  individual  or  the  corporation 
doing  business  in  the  .state  with  all  of  the  governmental  functions 
and  facilities  that  are  needed  in  our  modern-day  business. 

In  respect  to  corporations  we  have  a  very  pronounced  trouble,  as 
is  sometimes  the  case  in  respect  to  individuals,  where  the  corpora- 
tions operate  as  subsidiaries,  or  the  individual  acts  in  a  somewhat 
similar  capacity  with  a  corporation  or  other  organization  located 
outside  of  the  state,  and  by  what  appears  in  many  cases  to  be  merely 
bookkeeping  arrangements,  succeeds  in  reducing  the  net  income  to  a 
'■  red  ink  "  figure. 

It  is  quite  likely  to  be  the  experience  of  all  taxing  jurisdictions 
that  use  income  as  a  base  for  a  tax,  that  either  the  tax  revenue  may 
decrease  by  too  liberal  a  reducing  of  the  net  income  figure  to  be 
taxed  by  too  friendly  a  legislature,  or  that  the  current  of  thought 
and  practical  considerations  will  cause  the  taxing  of  "  gross  in- 
come "  in  place  of  '"  net  income."  It  seems  to  many  of  us  that 
under  our  democratic  form  of  government  where,  theoretically  at 
least,  all  take  a  part  in  government,  have  an  interest  in  government, 
and  benefit  by  government,  that  every  one  should  contribute  some- 
thing other  than  those  who  because  of  poverty  or  otherwise  are 
unable  to  contribute  to  the  public  charges.  This  contribution  toward 
the  cost  of  government  should  be  in  accordance  with  the  taxpayer's 
ability  to  pay,  and  it  seems  that  a  tax  measured  by  total  net  income 
is  the  fairest  and  most  equitable  method  of  measuring  such  ability 
with  proper  adjustments  for  exemptions  and  deductions  from  the 
total  net  income,  based  on  fundamental  concepts,  and  so  far  as  it  is 
possible  divorced  from  the  dictates  of  political  expediency. 

To  excuse  a  large  number  of  taxpayers  receiving  substantial  in- 
come from  a  payment  toward  governmental  expenses  is  at  least 
wrong  in  theory.  It  is  in  my  mind  wise  to  spread  the  base  so  that 
more  people  will  pay  income  taxes  rather  than  less.  In  this  con- 
nection we  might  state  two  major  principles: 
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First,  the  rule  de  minimis  requiring  that  no  tax  should  be  exacted 
which  does  not  substantially  exceed  the  cost  of  its  collection. 

Second,  that  personal  interest  in  government  is  best  promoted  by 
a  personal  contribution  to  its  cost.  And  the  larger  the  proportion  of 
inhabitants  that  contributes  directly  the  greater  the  interest  and  con- 
sequently the  better  the  government  is  likely  to  be. 

It  may  be  argued  by  some  that  the  first  of  these  principles  may 
even  yield  in  a  measure  to  the  second  in  certain  cases  where  it  may 
be  considered  to  be  of  greater  importance  to  prompt,  intelligent  in- 
terest in  government  than  to  collect  the  tax  for  revenue  purposes 
only,  but  this  theory  should  be  applied  with  caution,  since  the  prime 
reason  for  taxation  can  only  be  the  necessity  of  revenue. 

In  the  matter  of  exemptions  and  deductions  as  it  aflfects  the  per- 
sonal income  tax  it  is  important  to  consider  in  adjusting  exemptions 
and  deductions  the  rate  of  the  tax.  If  the  rate  is  low  the  exemp- 
tions may  be  more  narrowly  restricted  than  when  the  rate  is  high. 
Assuming  a  tax  rate  of  one  per  cent,  it  could  scarcely  be  demon- 
strated that  an  exemption  of  $1000  to  a  person  with  no  dependents 
is  inadequate,  since  such  a  person  having  an  income  of  $1500  would 
be  required  to  pay  only  $5  as  a  tax.  On  the  other  hand,  if  the  rate 
was  six  per  cent,  a  contribution  of  $30  by  an  individual  so  situated 
might  be  open  to  convincing  argument.  With  these  general  prin- 
ciples in  mind,  the  proper  adjustment  of  exemptions  and  deductions 
is  naturally  classified  by  marital  conditions  and  family  responsi- 
bility. A  single  individual,  meaning  one  with  no  dependents,  with 
a  substantial  income,  has  indisputably  more  ability  to  contribute  to 
government  than  a  married  person  with  dependent  children  and 
relatives,  this  on  the  assumption  that  government  is  primarily  for 
the  benefit  of  the  people,  and  the  family  being  that  which  we  think 
government  is  more  generally  set  up  for.  This  differentiation  is 
generally  recognized  by  the  existing  income-tax  laws  in  the  various 
jurisdictions.  It  seems  to  be  agreed  on  all  hands  that  the  federal 
exemptions  are  probably  open  to  the  warranted  criticism  of  exces- 
sive liberality.  Single  individuals  are  allowed  an  exemption  of 
$1500  while  married  persons  or  heads  of  families  are  allowed 
$3500.  These  I  believe  are  also  the  exemption  allowances  under  the 
New  York  law.  The  Wisconsin  law,  as  I  understand  it,  provides 
for  an  individual  exemption  of  $800  with  S1600  allowed  to  heads  of 
families.  On  the  other  hand,  the  Massachusetts  law,  following  a 
precedent  of  long  standing  in  respect  to  the  law  providing  a  prop- 
erty tax  on  salary  and  business  income  allows  $2000  to  each  indi- 
vidual, married  or  single,  from  earned  income  with  a  further  allow- 
ance of  $500  for  husband  and  wife.  Additional  allowances  for 
children  under  eighteen  years  of  age  are  made  in  the  federal  and 
New^  York  laws,  the  amount  being  $400  for  each  child.  The  Wis- 
consin allowance  is  S300  and  in  Massachusetts  we  have  an  allow- 
ance of  $250  for  each  child  under  eighteen  years  of  age. 
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While  it  is  doubtless  desirable  on  the  irrouiid  of  administrative 
simplicity  to  eliminate  all  unnecessary  com])lications,  the  strict  limi- 
tation of  deduction  for  children  to  the  aije  of  eighteen  years  has  in 
practice  been  a  fertile  source  of  complaint,  since  frequently  it  occurs 
that  a  child  is  dependent  for  one  reason  or  another  considerably 
beyond  this  age.  The  Common  Law  of  responsibility  for  support 
during  minority,  with  its  limiting  age  of  twenty-one  years,  provides 
a  logical  limit,  particularly  if  the  i)roviso  of  actual  dependents  is 
interpolated.  Such  a  provision  would  surely  do  more  even  justice 
since  no  exemption  could  be  claimed  for  a  self-supporting  child, 
whatever  its  age,  while  all  actually  dependent  children  would  be 
allowed  for  up  to  the  limit  of  minority.  Justice  also  dictates  that 
where  a  relative  l)y  blood  or  marriage  is  physically  or  mentally  in- 
capacitated and  wliolly  dependent  a  further  allowance  from  income 
might  be  made,  since  otherwise  the  subject  might  become  a  public 
charge,  and  sound  i)ublic  policy  requires  that  encouragement  should 
be  given  toward  removing  this  possibility.  With  these  considera- 
tions in  mind  a  suggested  set  of  exemptions  and  deductions  from 
total  net  income  should  probably  be  within  the  following  limits: 

Exemptions  from  total  net  income  to  single  individuals  witli 
no  dependents.  $1000  to  $1500. 

Exemptions  to  married  persons  living  with  spouse,  $2000  to 
$2500  ( only  one  s])ouse  permitted  the  claim  or  a  division  be- 
tween them  allowed). 

Deductions  for  dependent  children  during  minority  (under 
21  years),  $200  to  $250  for  each  child. 

Deduction  for  relatives  by  blood  or  marriage  physically  or 
mentally  incapacitated  and  dependent  on  the  taxpayer,  $200  to 
$250  for  each  dependent. 

Under  the  Massachusetts  law,  it  being  a  classified  income-tax  law. 
there  is  a  different  rate  put  on  earned  income  and  unearned  income. 
If  it  is  desired  to  classify  incomes  differentiating  between  earned 
and  "  investment  "  income,  slightly  different  principles  should  apply, 
particularly  where  the  income  tax  is  used  as  a  substitute  for  the 
general  property  tax  on  intangibles.  In  such  case  the  exemptions 
on  the  income  and  those  under  the  general  property  tax  on  capital 
values  should  be  so  adjusted  as  to  maintain  something  like  a  parity 
between  those  classes  of  property. 

In  the  event  that  it  was  desired  in  the  interest  of  simplicity  and 
perhaps  fairness  to  lump  all  income  together  and  tax  it  alike,  it 
would  require  an  increase  in  the  rate  to  be  applied  to  the  income 
now  taxed  at  one  and  one-half  per  cent  and  reduction  in  the  taxable 
interest  and  dividends  at  six  per  cent  to  a  point  somewhere  in  be- 
tween sufficient  to  bring  the  needed  revenue.  Also,  it  wrould  be 
quite  necessary  to  eliminate  some  of  the  business  deductions  allowed 
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to  the  one  and  one-half  per  cent  group  and  give  to  the  six  per  cent 
group  which  now  have  no  deductions  some  fair  percentage  or  de- 
duction before  a  tax  is  paid. 

In  the  matter  of  deductions  from  income  earned  in  a  business  it 
is  to  be  assumed,  in  general,  they  are  aimed  at  arriving  at  proper 
sums  to  be  deducted  from  gross  income  in  order  to  arrive  at  net 
income.  In  the  main,  these  deductions  are  similar  under  various 
statutory  divisions,  as  has  been  mentioned  before.  Under  our  Massa- 
chusetts income-tax  law,  we  allow  very  substantial  reductions  rang- 
ing from  five  per  cent  to  a  greater  percentage  in  respect  to  auto- 
mobiles or  other  kinds  of  tangible  personal  property.  In  the  case, 
however,  of  property  that  lasts  for  many  years,  as  has  been  ex- 
plained earlier,  these  liberal  deductions  soon  exceed  themselves  and 
are  no  longer  troublesome.  In  the  case  of  automobiles  or  other 
rapidly  depreciating  property  the  reverse  is  true.  In  respect  to 
banks,  and  in  some  cases  to  business  corporations,  and,  in  cases,  also 
to  individuals,  the  practice  of  allowing  bad  debts  to  accumulate  dur- 
ing lean  years  and  then  charging  them  off  during  prosperous  years 
is  a  method  of  reducing  net  income  which  appears  perfectly  legal 
but  which  is  tremendously  upsetting  to  the  budget-balancing  require- 
ments of  a  governmental  unit. 

This  also  Operates  in  respect  to  our  personal  income  tax  in  its 
relation  to  a  tax  on  gains  from  dealing  in  intangibles  from  which 
losses  taken  within  the  year  are  allowable.  This  permits  the  prac- 
tice of  holding  stocks  which  have  "  gone  sour  "  until  a  prosperous 
year  comes  along  to  salvage  something  from  the  rocks  in  the  shape 
of  reducing  the  three  per  cent  tax  on  what  would  otherwise  have 
been  a  more  substantial  sum  had  not  this  bad  investment  been  used 
to  reduce  the  income  made  that  year. 

Another  test  for  proper  deductions  would  seem  to  be  those  that 
were  recognized  by  the  rules  of  good  accounting  in  arriving  at  true 
net  income.  The  future  of  income  taxation  will  probably  have  to 
depend  a  great  deal  upon  the  accounting  associations  developing  a 
fair  rule  of  accounting  to  the  end  that  advantage  will  not  be  taken 
either  by  government  on  the  one  hand  or  the  taxpayer  on  the  other. 
This  of  course  should  include  all  operating  expenses  and  interest 
paid  on  indebtedness  but  where  there  is  a  combination  of  taxable 
property  and  non-taxable  property,  an  apportionment  should  be 
made  in  respect  to  deductions  between  the  taxable  property  of  a 
person  and  the  exempt  property  of  a  person,  in  respect  to  the  in- 
come which  finally  submits  itself  for  taxation. 

One  other  principle  which  perhaps  never  can  l)e  overcome  in 
respect  to  exemptions  and  deductions  is  that  which  is  controlled  by 
local  conditions.  This  is  exemplified  by  the  living  conditions  and 
the  general  prosperity  of  the  community  in  which  the  income  tax  is 
laid.     Net  income,   howe\er,  on  the  whole,   should  be  pretty  well 
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defined  so  that  business  people  operating  in  various  states  of  the 
Union  would  have  about  tlic  same  treatment  which  would  be  held 
to  be  fair  for  all  concerned. 

On  the  question  of  so-called  tax-exempt  securities  a  great  deal  of 
difficulty  will  arise.  There  is  much  in  the  argument  that  the  tax 
has  already  been  taken  by  virtue  of  a  lower  rate  of  return  on  the 
money  borrowed.  On  the  other  hand,  it  probably  is  not  wise  for 
the  taxing  jurisdiction  to  exempt  its  own  bonds  from  future  taxa- 
tion for  the  reason  that  the  lower  rate  of  interest  on  the  bond  while 
it  is  likely  to  operate  for  the  benefit  of  the  community  issuing  it,  is 
an  additional  burden  on  the  other  taxing  jurisdictions  of  the  state. 
It  would  be  helpful  if  we  could  have  net  income  clearly  defined. 
This  perhaps  is  too  much  to  hope  for.  It  is  equally  to  be  hoped  for 
that  as  time  goes  on  there  will  be  a  stricter  provision  of  the  laws  in 
the  matter  of  exempting  people  and  property  from  paying  taxes, 
and  further,  a  clearer  working  rule  under  the  law  to  determine  de- 
ductions, to  the  end  that  they  all  may  be  fairly  applied  to  all  the 
taxpayers,  and  not,  as  now  frequently  happens,  in  the  interest  of 
one  to  the  advantage  of  another. 

Ch.\irman  Kimball:  The  farthest  western  state  now  employing 
income  taxation  is  the  state  of  North  Dakota.  One  of  the  speakers 
yesterday  referred  to  Wisconsin  along  with  Oregon  as  sort  of  a 
laboratory  on  tax  experimentation.  I  don't  know  how  it  was  in- 
tended. Perhaps  that  is  true.  North  Dakota,  I  believe,  has  some 
of  those  characteristics,  and  we  are  very  glad  to  have  Mr.  Thoresen, 
the  State  Tax  Commissioner  of  the  State  of  North  Dakota,  to  give 
us  a  version  of  North  Dakota's  state  personal  income  tax. 

1  take  pleasure  in  introducing  Mr.  Thoresen  of  North  Dakota. 

Thorsteix  H.  Thoresen  (North  Dakota):  Mr.  Chairman  and 
Friends :  You  know,  as  I  have  been  attending  these  conventions  for 
the  past  four  years,  and  listening  to  the  discussion  of  the  problems 
that  all  of  you  have  relative  to  taxation  in  the  various  states,  I  have 
become  more  and  more  satisfied  with  the  tax  system  of  North  Da- 
kota. You  may  say,  "  Why  don't  you  tell  us  something  about  it  ?" 
The  reason  why,  perhaps,  can  be  explained  in  what  happened  yester- 
day. As  I  was  touring  over  the  city  with  one  of  tlie  local  business 
men  he  inquired  what  state  I  was  from.  I  told  him  I  was  from 
North  Dakota.  He  said,  "Well,  we  usually  find  out  what  North 
Dakota  does  and  we  do  the  opposite."  So  that  is  the  reason  we 
don't  say  much  about  what  we  are  doing.  We  don't  want  you  to 
do  the  other  thing. 
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THORSTEIX   H.  THORESEX 
North  Dakota  Tax  Commissioner 

North  Dakota  adopted  its  first  income-tax  law  in  1919.  The  law 
imposed  a  37^  tax  on  net  income  of  corporations  derived  from 
sources  within  the  state  and  a  graduated  tax  on  income  of  individ- 
uals, both  resident  and  non-resident,  derived  from  sources  within 
the  state.  The  law  was  in  operation  for  four  years.  Under  the 
1919  income-tax  law  personal  income  was  classified  into  earned  and 
unearned  income.  The  rate  schedule  on  earned  income  was  grad- 
uated from  34%  o"  the  first  $1000  of  taxable  income  to  107o  on  in- 
comes in  excess  of  $40,000.  The  rate  schedule  on  unearned  income 
was  graduated  from  i/2%  on  the  first  $1000  of  taxable  income  to 
10%  on  incomes  in  excess  of  $30,000.  Exemptions  allowed  under 
the  law  were  the  same  as  were  allowed  under  the  federal  law  in 
effect  at  that  time.  No  provision  was  made  in  the  law  as  to  how 
exemptions  were  to  be  deducted  when  the  taxpayer's  income  was 
partly  earned  and  partly  unearned.  The  state  tax  department,  in 
order  to  give  effect  to  the  law,  allocated  the  taxpayer's  exemption 
to  earned  and  unearned  income  in  the  proportion  which  each  class 
of  income  bore  to  total  net  income.  The  law  also  allowed  a  per- 
sonal property  tax  offset  against  the  income  tax  the  same  as  the 
Wisconsin  law  allowed  at  that  time.  Our  1919  law  had  a  very  com- 
plicated rate  structure  and  very  little  income  was  derived  from  the 
personal  income  tax.  Many  of  the  administrative  provisions  of  the 
law  were  impossible  to  interpret.  The  personal  income  tax  pro- 
duced an  annual  revenue  of  only  $40,000  to  $50,000.  About  80%  to 
90%  of  the  revenue  was  derived  from  the  3%  tax  on  corporate  net 
income.  The  provisions  of  the  law  governing  the  allocation  of  cor- 
porate income  of  companies  doing  business  within  and  without  the 
state  was  so  hazy  that  the  courts  found  thein  impossible  of  interpre- 
tation. The  United  States  Circuit  Court  of  Appeals,  Eighth  Dis- 
trict, stated  as  to  the  allocation  section  of  the  law,  that  it  was  not 
clear  what  purpose  it  was  intended  to  serve. 

In  1923  the  state  tax  department  of  North  Dakota  drafted  a  new 
law  which  followed  closely  the  model  law  drafted  by  a  committee 
of  the  National  Tax  Association.  Before  discussing  our  present 
law  I  will  discuss  the  function  and  place  of  an  income  tax  in  a  state 
taxation  system ;  income  taxation  in  an  agricultural  state,  and  North 
Dakota's  reasons  for  the  adoption  of  an  income  tax. 

The  normal  source  of  taxation  is  and  always  must  be   income. 

The  property  tax  measures  the  citizen's  contribution  by  the  amount 

of  property  that  he  owns.     The  income  tax  is  merely  a  different 

kind  of  yardstick  for  determining  the  citizen's  contribution.     The 
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ownership  of  property  alone  is  not  a  satisfactory  index  of  taxpaying 
ability,  especially  where  the  tax  is  imposed,  as  it  generally  is  in  the 
United  States,  upon  the  gross  value  of  the  property  and  not  on  the 
net  worth  of  the  taxpayer.  I  believe  that  the  income  tax  has  been 
adopted  in  those  states  that  have  it  largely  as  an  equalizing  tax  to 
alleviate  to  some  extent  the  injustices  of  property  taxation  and  not 
as  a  source  of  additional  income. 

Many  tax  experts  have  condemned  the  income  tax  as  impracti- 
cable in  a  purely  agricultural  state.  There  is  some  substance  to  this 
objection,  but  why  deprive  agricultural  states  of  the  benefits  of  a 
tax  that  actually  does  serve  to  alleviate  tlie  various  injustices  of 
property  taxation  and  contend  that  such  benefits  should  be  given 
only  to  industrial  states? 

One  of  the  objections  to  an  income  tax  in  an  agricultural  state  is 
the  claim  that  the  farmer  evades  the  income  tax.  There  is  un- 
doubtedly some  evasion  of  the  income  tax  on  the  part  of  farmers 
on  account  of  their  lack  of  proper  accounting  methods.  This,  how- 
ever, is  not  the  evasion  to  w^hich  exception  is  particularly  taken. 
The  evasion  to  which  exception  is  taken  is  on  account  of  the  value 
of  products  grown  and  consumed  on  the  farm  which  are  never 
turned  into  cash  income  and  which  are  not  included  in  the  farmer's 
return  of  income.  Farmers,  however,  are  the  one  class  of  tax- 
payers who  are  unable  to  evade  general  i)roperty  taxes.  The  tax 
burden  on  agriculture  in  North  Dakota,  and  generally  in  the  United 
.Stales,  is  in  excess  of  that  imposed  upon  other  industries.  Other 
taxpayers  are  able  to  evade  property  ta.xes  to  a  greater  or  less  ex- 
tent but  the  farmer  cannot  hide  his  property.  Farm  property  can 
be  generally  easily  valued,  whereas  more  complex  forms  of  prop- 
erty are  not  easily  valued  except  by  expert  appraisers.  North  Da- 
kota has  very  few  expert  appraisers  serving  as  tax  assessors.  Farm 
property  in  my  state  is  generally  conceded  to  be  assessed  at  a  liigher 
percentage  of  full  and  true  value  than  urban  property.  For  the 
fc/regoing  reasons  we  feel  that  if  there  is  an  evasion  of  the  income 
tax  on  the  part  of  farmers  it  does  not  compensate  for  tlie  evasion 
of  property  taxes  on  the  part  of  other  taxpayers. 

In  the  year  1927  North  Dakota  farmers  paid  only  7%  of  the  per- 
sonal income  tax  collected  by  the  state.  The  small  proportion  of 
the  tax  paid  by  the  farmers  in  a  state  wli'ch  is  primarily  agricul- 
tural, might  indicate  evasion  of  the  tax  on  the  part  of  the  farmer. 
The  typical  farm,  however,  is  a  very  small  business  unit  and  the  net 
income  from  each  individual  farm  is  rather  small.  Farmers  go  in 
for  race  suicide  to  a  lesser  exent  than  other  classes  of  taxpayers, 
consequently  the  exemption  of  farmers  is  larger  than  in  the  case  of 
other  taxpayers.  The  combination  of  a  small  income  and  large 
family  results  in  a  very  small  taxable  income. 

There  are  a  number  of  different  reasons  for  North  Dakota's  adop- 
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tion  of  the  income  tax.  My  state  adopted  the  income  tax  primarily 
because  it  considered  that  the  ownership  of  property  should  not  be 
the  only  index  of  taxpaying  ability ;  because  net  income  was  con- 
sidered a  fair  measure  of  a  citizen's  ability  to  support  his  govern- 
ment; and  because  the  people  of  the  state  believed  that  the  income 
tax  served  to  equalize  the  injustice  of  the  property  tax.  The  prop- 
erty tax  in  the  American  states  is  not  a  faculty  tax  based  upon  the 
net  worth  of  the  individual  but  has  become  a  tax  on  things.  The 
American  citizen,  generally,  pays  a  property  tax  not  on  his  net 
worth  but  upon  the  value  of  the  things  to  which  he  has  title  regard- 
less of  his  equity  in  the  property.  Under  such  a  system  of  taxation 
gross  injustices  exist  that  can  in  part  be  ameliorated  by  an  income 
tax.  This  was  the  position  of  my  state  in  its  adoption  of  our  in- 
come-tax law. 

Our  income  tax  was  also  adopted  as  a  substitute  for  a  low-rate 
tax  on  intangible  personal  property.  North  Dakota  had  a  3-mill 
moneys  and  credits  tax  in  effect  in  the  two  years  immediately  pre- 
ceding our  adoption  of  the  income-tax  law.  At  the  present  time 
North  Dakota  imposes  no  tax  on  intangible  property  except  upon 
bank  stock  and  moneyed  capital  in  competition  therewith. 

North  Dakota  is  primarily  and  predominantly  an  agricultural 
state.  The  state,  as  yet,  is  but  sparsely  settled.  North  Dakota  ranks 
thirty-sixth  in  population.  Sixty-one  per  cent  of  the  population  is 
on  the  farm.  As  to  per-capita  wealth,  the  state  ranks  high,  but  due 
to  a  rather  even  distribution  of  wealth  very  few  large  incomes  are 
found  in  the  state.  According  to  many  tax  writers.  North  Dakota, 
being  primarily  an  agricultural  state  and  having  no  other  important 
industry,  is  a  state  not  well  adapted  to  the  successful  operation  of 
an  income-tax  law.  We  believe,  however,  that  since  the  adoption 
of  our  1923  law,  we  have  had  a  successful  administration  of  the  law, 
and  while  the  amount  of  revenue  derived  from  our  income  tax  is 
comparatively  small,  nevertheless  it  serves  as  an  equalizing  factor. 
One  basis  by  which  to  measure  the  success  of  an  income  law  is  by 
the  relation  between  tax  revenue  and  cost  of  collection.  Our  cost 
of  collection  in  North  Dakota  ranges  between  2%  and  Z%  of  the 
annual  revenue  derived  from  the  tax. 

North  Dakota,  in  common  with  other  agricultural  states,  suffered 
from  a  very  severe  economic  depression  in  the  years  following  the 
war.  The  price  of  our  principal  agricultural  products  fell  below 
the  cost  of  production,  we  had  several  years  of  partial  crop  failure, 
the  banking  situation  became  very  bad  and  the  state  is  only  now,  to 
some  extent,  getting  back  on  a  better  business,  economic  and  finan- 
cial basis.  At  the  present  price  of  wheat,  however,  North  Dakota's 
prospects  for  income-tax  collections  in  the  coming  year  are  far  from 
bright,  as  all  business  life  in  the  state  is  directly  dependent  upon 
agriculture.     I  put  in  this  explanation  because  it  might  appear  from 
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actual  revenue  derived  from  our  income  tax  that  it  was  a  failure, 
whereas  our  failure  to  secure  a  reasonable  revenue  from  the  tax  has 
been  due  to  economic  conditions  rather  than  to  tlie  inexpediency  of 
an  income  tax  in  an  agricultural  state. 

The  North  Dakota  income-tax  law  of  1923  combines  the  corpora- 
tion tax  and  personal  income  tax  in  a  single  legislative  act.  Our 
law  follows  very  closely  the  provisions  of  the  model  personal  in- 
come and  business  income  tax  acts  prepared  by  a  committee  of  the 
National  Tax  Association.  Our  consolidation  of  a  personal  income 
tax  and  a  business  income  tax  in  a  single  act  made  it  impossible  to 
follow  in  all  respects  the  provisions  and  language  of  the  Model 
Acts.  I  believe,  however,  that  we  followed  closely  the  principles 
outlined  by  the  National  Tax  Association  committee  as  to  the  im- 
position of  a  personal  income  tax.  Our  law  imposes  a  personal  in- 
come tax  upon  all  residents  of  North  Dakota  whose  income  is  suffi- 
cient to  bring  them  in  the  taxable  class.  The  tax  is  imposed  upon 
the  entire  net  income  received  from  all  sources.  No  tax  is  imposed 
ui)on  non-resident  individuals.  Our  personal  income  tax  rates  are 
graduated  from  !%•  on  the  first  $2000  of  taxable  income  to  67o  on 
amounts  exceeding  $10,000.  Our  law  allows  a  personal  exemption 
of  $1000  to  a  single  individual,  $2000  to  the  head  of  the  family  and 
$300  additional  for  each  dependent  other  than  husband  and  wife. 
The  state  tax  department  administers  the  law.  No  taxes  are  col- 
lected at  the  source.  Each  taxpayer  is  accountable  for  the  payment 
of  his  entire  tax.  Returns  of  information  are  required  in  connec- 
tion with  salaries  of  $1000  or  over,  or  other  income  amounting  to 
$600  or  over.  The  entire  tax  is  retained  in  the  general  fund  of  the 
state  treasury. 

North  Dakota  failed  to  follow  the  recommendations  of  the  in- 
come-tax committee  of  the  National  Tax  Association  in  the  follow- 
ing respects:  1.  Our  personal  income  tax  and  cori)oration  income 
tax  is  contained  in  a  single  legislative  act.  2.  Dividends  received 
from  corporations  are  deductible  to  the  extent  that  the  corporation 
has  paid  a  tax  on  its  entire  net  business  income.  3.  Stock  dividends 
are  required  to  be  included  as  taxable  income.  The  same  provision 
which  applies  to  cash  dividends  applies  to  stock  dividends  as  to  de- 
ductibility, that  is,  such  dividends  are  deductible  on  personal  income 
tax  returns  to  the  extent  that  the  corporation  has  paid  a  tax  on  its 
net  business  income  to  the  state.  With  the  exceptions  noted,  net 
incomes  of  individuals  or  corporations  are  found  by  standard  ac- 
counting methods.  The  North  Dakota  law  is  practically  a  copy  of 
the  model  law  as  to  items  of  gross  income,  items  of  expense  and  the 
method  of  ascertaining  taxable  income.  Possibly  our  failure  to  fol- 
low some  provisions  of  the  Model  Act  calls  for  an  explanation  of 
the  attitude  of  the  state,  particularly  Of  the  state  tax  department. 

Our  reason  for  combining  corporation  taxation  and  personal  taxa- 
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tion  in  a  single  act  is  explainable  in  a  single  word  —  expediency. 
The  state  tax  department  was  afraid  to  attempt  the  passage  of  two 
income-tax  laws  in  the  same  session  of  the  legislature.  Our  legis- 
lative sessions  last  only  sixty  days  and  most  of  the  work  of  the 
legislature  is  done  in  the  last  two  weeks  of  the  session.  In  addition, 
our  first  income-tax  law,  the  law  of  1919,  combined  corporation 
taxation  and  personal  income  taxation  in  a  single  act  and  it  seemed 
best  to  the  tax  department  of  the  state  not  to  attempt  to  separate  the 
two  forms  of  taxation  in  the  1923  law. 

The  provision  of  our  law  exempting  dividends  from  taxation  to 
the  extent  that  the  corporation  has  paid  a  tax  on  its  net  income, 
fails  to  follow  the  ^vlodel  Law.  In  order  to  understand  the  position 
of  the  state  in  regard  to  this  item  it  is  necessary  to  understand  some- 
thing of  the  business  and  economic  life  of  the  state. 

The  business  income  tax  recommended  by  a  committee  of  this 
Association  provides  for  a  tax  on  the  entire  net  income  derived 
from  business  transacted  within  the  state  and  applies  to  every  indi- 
vidual, partnership  or  corporation.  The  bulk  of  the  business  car- 
ried on  in  North  Dakota  is  carried  on  by  small  business  concerns. 
It  was  the  opinion  of  our  state  tax  department  and  the  legislature 
that  a  business  tax  on  the  net  income  of  unincorporated  business 
would,  in  the  majority  of  cases,  deprive  the  owner  of  a  small  busi- 
ness of  any  benefits  of  a  personal  exemption  and  in  many  cases 
would  impose  a  tax  on  the  owner  of  a  small  business  on  a  non- 
existing  income,  as  a  loss  in  connection  with  outside  transactions 
might  produce  an  actual  loss  as  to  such  persons'  income.  Imposing 
a  so-called  income  tax  where  there  is  no  income  would  not  tend  to 
popularize  the  income  tax  or  make  the  income  tax  an  instrument  to 
alleviate  the  injustice  of  property  taxation.  The  state  consequently 
adopted  the  policy  of  imposing  a  business  income  tax  on  corpora- 
tions and  a  personal  income  tax  on  individuals,  and  provided  for 
the  exemption  of  dividends  received  from  corporations  taxable 
under  the  North  Dakota  law  to  the  extent  that  the  corporation  paid 
a  tax  on  its  entire  net  business  income. 

A  business  income  tax  applying  to  all  business  concerns,  whether 
incorporated  or  unincorporated,  might  work  all  right  in  some  states, 
but  it  was  the  opinion  of  the  North  Dakota  Tax  Department  and 
of  the  legislature  that  such  a  system  was  not  suited  to  North  Dakota 
conditions. 

One  of  the  problems  that  the  state  has  not  worked  out  satisfac- 
torily is  the  adjustment  of  personal  income  tax  rates  and  the  cor- 
poration tax  rate  so  that  all  persons  having  the  same  income  will 
pay  approximately  the  same  amount  of  tax  regardless  of  the  source 
of  their  income.  An  analysis  of  our  rate  structure  discloses  that 
there  is  a  gross  discrimination  in  the  case  of  larger  incomes,  i.  e. 
over  $10,000,  in  favor  of  the  corporation  stockholder  and  against 
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the  owner  of  an  interest  in  other  forms  of  husiness  and  against  the 
salaried  person  having  a  large  income. 

I  will  illustrate  the  discrimination :  Tlie  salaried  man  with  an 
income  of  $20,000  over  exemptions,  under  the  North  Dakota  law 
pays  a  tax  of  $900.  The  owner  of  an  unincorporated  business  pays 
with  a  similar  income,  the  same  tax,  while  the  corporate  stockliolder 
is  indirectly  taxed  under  the  Z^'/c  corporation  tax  to  the  extent  of 
$600  if  no  account  is  taken  of  exemptions  which  would  make  a 
slight  difference. 

The  policy  of  the  state  in  adopting  its  state  income  tax  has  a 
direct  relation  to  the  question  of  exemptions  and  tax  rates.  In 
adopting  our  1923  law  an  exemption  of  $1000  was  given  to  single 
individuals.  S2000  to  the  head  of  the  family  and  $300  for  each  addi- 
tional dependent  other  than  husband  or  wife.  These  exemptions 
are  liberal  in  view  of  the  low  average  income  in  the  state.  Never- 
theless there  has  been  considerable  agitation  in  the  state,  particularly 
at  the  1927  session  of  the  Legislature,  to  make  exemptions  under 
the  North  Dakota  law  the  same  as  under  the  federal  law.  Our 
North  Dakota  income-tax  law  w^as  designed  primarily  to  effect  a 
more  equitable  distribution  of  the  tax  burden.  Such  an  increase  in 
exemptions  would,  to  a  large  extent,  nullify  the  primary  purpose  of 
the  law.  The  movement  to  increase  exemptions  attempted  at  the 
last  session  of  the  legislature  will  undoubtedly  arise  at  the  coming 
session.  In  my  opinion  there  is  no  good  reason  why  exemptions 
and  tax  rates  under  a  state  law  should  correspond  to  exemptions 
and  tax  rates  prescribed  by  the  federal  statutes.  There  are  certain 
phases  of  a  state  income-tax  law  which  undoubtedly  should  be  the 
same  as  under  the  federal  law'.  I  refer  to  items  of  gross  income, 
non-taxable  items,  deductions  from  gross  incomes,  and  items  not 
deductible.  The  tax  under  both  state  and  federal  law  should  be 
imposed  upon  actual  net  income  arrived  at  by  standard  accounting 
practice  and  methods.  There  seems,  however,  to  be  no  good  reason 
why  a  state  should  impose  an  income  tax  and  allow  such  high  ex- 
emptions that  the  tax  only  applies  to  a  negligible  percentage  of  its 
residents. 

The  business  income-tax  act  drafted  by  a  committee  of  this  Asso- 
ciation specifically  provides  that  "  railroad,  state  railway,  express, 
telegraph,  telephone,  electric  light,  heat  and  power  companies, 
water,  gas.  freight-line  and  equipment  companies,  oil  and  mining 
companies,  and  other  companies  which  under  existing  laws  are  sub- 
ject to  taxation  with  respect  to  the  value  of  their  franchises,  good 
will  or  intangible  property  as  a  going  concern,  the  earnings  or  in- 
come of  which  are  taken  into  consideration  in  determining  such 
value,  and  companies  which  are  subject  to  taxation  with  reference 
to  gross  receipts  or  earnings  in  lieu  of  such  taxation,"  shall  be 
exempt  under  the  provisions  of  the  Act.     Our   North   Dakota  in- 
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come-tax  law  imposes  an  income  tax  on  railroad,  state  railway,  ex- 
press, telegraph,  telephone,  electric  light,  heat  and  power  companies, 
water  companies  and  gas  companies.  Practically  all  of  the  prop- 
erty of  such  companies  is  assessed  by  the  state  board  of  equalization 
of  North  Dakota,  on  the  basis  of  its  value  as  a  going  concern.  I 
presume  that  the  policy  of  this  state  in  taxing  such  classes  of  com- 
panies on  the  basis  of  the  value  of  their  property  as  a  going  concern 
and  imposing  an  income  tax  on  their  net  income  in  the  state  in 
addition,  may  be  subject  to  criticism.  The  state  tax  department  of 
North  Dakota  is  responsible  for  inclusion  of  such  companies  under 
our  1923  law.  Just  what  would  have  been  the  attitude  of  the  legis- 
lative assembly  if  the  bill  drafted  by  the  tax  department  had  ex- 
cluded these  companies.  I  am  unable  to  state.  At  any  rate  my 
predecessor  was  evidently  not  willing  to  take  the  responsibility  of 
attempting  to  exclude  such  companies  from  the  provisions  of  the 
1923  law. 

One  of  the  first  difficulties  in  connection  with  the  1923  law  was 
in  connection  with  allocation  of  net  income  of  railroad  companies. 
In  1925  our  law  was  amended  to  provide  a  special  method  of  allo- 
cating the  net  income  of  railroad  companies.  Since  that  time  we 
have  had  no  difficulty  in  collecting  income  tax  from  railroad  com- 
panies. The  1923  law  followed  the  Model  Law  as  to  the  allocation 
of  net  income  of  manufacturing  and  mercantile  companies  and  ap- 
plied practically  the  same  basis  of  allocation  to  railroad  companies. 
Our  difficulty  under  the  1923  law  in  connection  with  railroads  was 
in  determining  the  value  of  tangible  property  located  within  the 
state  with  particular  reference  to  the  valuation  of  rolling  stock  and 
equipment.  Under  the  1925  amendment  the  value  of  rolling  stock 
and  equipment  was  allocated  to  the  state  on  the  basis  of  wheel 
mileage. 

One  of  our  principal  difficulties  in  connection  with  personal  in- 
come tax  has  been  with  taxpayers  who  contested  the  validity  of  our 
law  governing  liability  to  be  taxed  on  the  basis  of  residence.  Our 
law  provides  that  "  The  term  '  resident '  applies  only  to  individuals 
and  includes,  for  the  purpose  of  determining  liability  to  the  tax 
imposed  by  this  act,  any  individual  who  shall  be  a  resident  of  the 
state  on  January  first  of  the  tax  year." 

The  term  tax  year  means  the  calendar  year  in  which  the  tax  is 
payable.  Persons  who  have  established  their  residence  in  the  state 
during  the  latter  part  of  the  income  year  naturally  object  to  paying 
a  tax  on  income  received  prior  to  their  establishing  residence  in  the 
state.  The  personal  income  tax  under  our  law  is  made  a  personal 
liability  of  the  taxpayer  as  of  a  specific  date.  This  feature  of  the 
law  is  in  conformity  with  our  laws  governing  the  taxation  of  per- 
sonal property,  as  personal  property  in  North  Dakota  is  taxable  in 
accordance  with  its  ownership  and  value  on  a  specific  date  regard- 
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less  of  how  short  a  time  the  taxpayer  may  have  owned  it  or  how 
soon  thereafter  it  is  lost.  ^lost  taxpayers  take  the  position  that  they 
are  willing  to  pay  on  income  actually  received  after  establishing 
residence  within  the  state  and  that  tlieir  exemptions  should  be  ap- 
portioned according  to  the  fractional  part  of  the  year  during  which 
they  were  actual  residents  of  the  state. 

Our  North  Dakota  income-tax  law  produces  approximately  $600,- 
000  per  annum,  or  only  about  2%  of  the  state  and  local  tax  revenue 
of  North  Dakota.  The  relatively  small  place  which  the  income  tax 
has  in  North  Dakota  is  due  largely  to  economic  conditions  which 
have  existed  in  the  Northwest  during  the  last  few  years.  The  rela- 
tive unimportance  of  the  income  tax  is  also  due  in  part  to  the  fact 
that  there  are  few'  large  incomes  in  a  purely  agricultural  state,  re- 
gardless of  economic  conditions.  This  is  true  because  of  a  more 
even  distribution  of  w^ealth  than  is  found  in  industrial  states. 

In  our  1923  income-tax  law  we  abandoned  the  classification  of 
earned  and  unearned  income.  Whether  or  not  the  rate  of  the  in- 
come tax  should  be  the  same  for  all  kinds  of  income  and  not  be 
differentiated  according  to  the  source  from  which  it  is  derived  is, 
in  our  opinion,  a  matter  to  be  determined  by  the  economic  distribu- 
■•ion  of  wealth  in  the  state.  In  an  agricultural  state,  such  as  North 
Dakota  where  there  are  practically  no  large  unearned  incomes,  to 
dififerentiate  between  sources  of  income  greatly  increases  adminis- 
trative difficulties  w-ithout  any  considerable  increase  of  revenue. 

We  regard  our  present  law  as  a  wonderful  success  as  compared 
with  the  1919  law,  particularly  in  respect  to  its  administrative  pro- 
visions. We  are  in  hopes  that  when  Herbert  Hoover  or  Al.  Smith 
have  solved  the  agricultural  problem  that  we  will  be  able  to  report 
that  the  law  is  a  financial  success. 

C.  W.  Gerstexberg:  May  I  say  at  this  time  that  the  statement  of 
the  model  law  which  Mr.  Thoresen  speaks  about  is  the  model  law 
handed  out  by  our  committee  at  this  time. 

Ch.mrman  Kime.\ll:  Mr.  Long  has  told  us  something  about  the 
workings  of  the  income  tax  in  an  industrial  state,  and  Mr.  Thoresen 
in  practically  an  agricultural  state.  Wisconsin  is  a  state  somewhat 
mixed.  A  few  years  ago  I  think  the  rural  wealth  of  Wisconsin  was 
about  equal  to  urban  wealth.  The  situation  is  somewhat  different 
today.  While  urban  wealth  has  been  going  up,  rural  wealth  has 
been  going  down.  The  state  of  Wisconsin  for  the  purpose  of  ad- 
ministration of  income  taxation  is  divided  into  a  number  of  dis- 
tricts. The  largest  district,  of  course,  is  Milwaukee  County.  The 
income-tax  assessor  of  Milwaukee  County  has  been  at  that  post 
ever  since  we  have  had  income  taxes  in  Wisconsin.  It  is  probably 
the  most  difficult  ])osition  in  the  Wisconsin  tax  situation.     It  has 
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been  handled  by  Mr.  John  H.  Leenhouts,  who  has  been  a  member 
of  this  Association  for  a  number  of  years,  and  I  take  pleasure  in 
introducing  him  to  present  the  situation  as  it  appears  in  Wisconsin. 

John  H.  Leexhouts  ( Wisconsin)  :  Mr.  Chairman,  Ladies  and 
Gentlemen :  In  dealing  with  this  paper  today  I  will  have  to  refer 
to  the  Wisconsin  law  as  it  was  and  as  it  is. 

L\XOME  TAXATION  AND  ITS  ADMINISTRATIVE 
REQUIREMENTS 

JOHN   H.   LEEXHOUTS 

Assessor  of  Incomes  and  Supervisor  of  Assessments, 
Milwaukee  County  (gth  District,  State  of  Wisconsin) 

Taxation  in  one  form  or  another  is  as  old  as  the  human  race. 
When  men  began  to  live  in  organized  communities  it  became  neces- 
sary to  provide  revenue  for  the  common  needs  of  all.  In  early 
tribal  states  these  needs  were  paid  for  by  exchange  of  goods. 

The  10th  of  Biblical  times,  the  dixemi  of  France,  the  10th  and 
15th  of  England  are  all  examples  of  past  forms  of  taxation. 

The  term  tax  was  not  applied  to  such  payments  made  in  the 
nature  of  compensation  for  protection  or  privileges  granted  by  those 
in  power.  The  adoption  of  Magna  Charta  was  one  step  toward  the 
present-day  legislative  control  in  determining  the  tax  levies  for  the 
common  needs  of  the  community. 

The  declaration  of  rights  of  1689  was  the  first  attempt  to  control 
by  legislation  the  levy  of  revenues,  and  was  termed  by  Historian 
Greene  "  As  the  greatest  constitutional  change  of  history." 

From  that  time  to  this  there  has  been  a  constant,  although  not 
always  successful  effort  to  apportion  the  cost  of  government  among 
the  people  who  need  its  protection  either  according  to  benefits  re- 
ceived, property  owned  or  ability  to  pay.  Then  followed  levies  of 
poll  taxes,  product  taxes  imposed  on  annual  yields  of  farm  crops  or 
goods  produced  with  consumption  taxes  and  general  property  taxes 
on  land  and  personal  property. 

The  general  property  tax  has  been  levied  under  constitutional 
provision  of  the  respective  states,  such  as  the  uniformity  clause, 
always  with  liberal  exemption  on  the  principle  that  ownership  of 
property  was  a  reasonable  index  to  contribute  to  the  support  of  the 
government  and  that  the  value  of  the  property  owned  was  the 
proper  measure  of  such  contribution.  This  form  of  tax  is  still  the 
principal  source  of  income,  since  75%  of  the  revenue  of  the  states 
and  local  units  of  government  is  derived  from  this  form  of  assess- 
ment according  to  information  compiled  by  the  U.  S.  Census  Bureau. 

This  latter  system,  namely  the  general  property  tax,  worked  out 
very  well  as  long  as  property  consisted  of  land.     It  was  compara- 
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tively  simple  for  an  assessor  or  appraiser  to  measure  and  count  tlie 
values,  but  as  industry  and  commerce  developed,  giving  rise  to  the 
diversity  of  jiersonalty,  especially  intangible  personal  property,  and 
with  the  multiplication  of  professions  and  businesses  compensated 
by  fees  and  salaries,  the  adoption  of  credit  systems  and  their  gen- 
eral use  in  commercial  life  the  property  tax  has  become  very  difficult 
to  administer  and  the  relative  equality  has  fast  disappeared. 

The  lack  of  elasticity  especially  for  the  assessment  of  personal 
property,  in  that  the  tax  falls  on  the  owner  in  his  losing  as  well  as 
his  prosperous  years  and  applies  with  equal  severity  to  productive 
and  non-productive  proi)erties,  lead  to  wide  dissatisfaction,  and  it 
has  been  either  abandoned  or  greatly  subordinated  in  all  parts  of 
the  world  by  other  systems  of  taxation  except  in  the  States.  By  the 
abandonment  or  the  partial  displacement  of  the  general  property  tax 
came  the  multiplicity  of  business  taxes,  license  fees,  etc.,  but  it  soon 
became  apparent  that  taxes  are  paid  by  persons,  not  by  things,  and 
that  ultimately  all  taxes  are  paid  out  of  income. 

Taxation  of  Incomes 

For  many  years  the  trend  of  thought  and  opinion  of  students  of 
taxation  and  economics  has  leaned  to  the  imposition  of  an  income 
tax  as  the  most  satisfactory  index  of  ability  to  pay  and  therefore 
the  best  basis  of  taxation. 

The  success  of  income  taxation  in  England  and  Germany  stim- 
ulated agitation  to  the  adoption  of  such  systems  in  the  States.  In 
1894  Congress  enacted  an  income-tax  law  to  meet  the  needs  of  the 
federal  government.  Before  the  law  was  put  into  effect,  however, 
it  was  declared  unconstitutional :  Pollock  v.  Fanners  Loan  and  Trust 
Company,  157  U.  S.  429  and  158  U.  S.  601. 

Various  states  and  several  colonies  experimented  with  the  income 
tax  in  one  form  or  another  for  the  past  century  with  little  success. 

The  adoption  of  the  16th  amendment  expressly  authorizing  the 
taxation  of  incomes  was  followed  by  an  immediate  adoption  of  the 
Act  of  Congress  in  1913.  marking  the  first  step  of  our  government 
toward  the  permanent  adoption  of  income  taxation  as  part  of  our 
revenue  system. 

In  1911,  two  years  prior  to  the  Federal  Government's  adoption 
of  this  method  of  taxation,  Wisconsin  had,  after  a  ten-year  period 
of  agitation  and  after  a  constitutional  amendment  was  adopted, 
launched  a  personal  income  tax  law. 

The  opponents  of  income-tax  legislation  admit  tliat  the  law  is 
right  in  theory  but  will  not  work  out  in  practice.  If  this  was  a 
well-founded  criticism  it  would  be  a  vital  objection  to  this  form  of 
taxation,  since  the  final  analysis  of  a  taxation  system  must  be  de- 
cided by  its  results. 

The  first  collection  of  income  tax  under  this  pioneer  method  of 
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raising  revenue  in  the  State  of  Wisconsin  wqs  made  in  1912  based 
on  income  of  the  year  1911,  the  first  collection  resulting  in  the  sum 
of  $3,482,883.00. 

This  bill  was  expected  lo  raise  $1,000,000.00  when  in  fact  three 
and  one-half  million  dollars  were  collected  in  the  first  levy.  In  an 
expression  of  percent  of  increase  of  payments  made  on  the  income 
tax  over  the  personal  property  tax  of  former  years,  lawyers  paid 
11  fold  more,  brokers,  salesmen  and  solicitors  7  fold  more,  and 
capitalists  9  to  20  fold  more. 

AOMINISTRATION 

As  a  pioneer  in  the  practical  application  of  this  new  system  of 
taxation,  Wisconsin  realized  that  income  taxation  had  failed  in 
many  states  and  colonies,  due  to  the  inadequacy  of  the  machinery 
for  administration,  and  therefore  great  care  was  exercised  in  draft- 
ing the  1911  income-tax  law  to  overcome  the  weaknesses  of  such 
systems  that  had  been  tried  out  in  other  governmental  units. 

All  experience  demonstrated  the  futility  of  committing  the  ad- 
ministration of  income-tax  laws  to  locally  elected  officials  and  fur- 
ther confirmed  the  necessity  of  distinct  centralized  supervision. 

In  many  respects  the  Wisconsin  law,  although  having  been 
launched  in  1911,  is  in  accord  with  the  model  income-tax  law  sub- 
mitted to  the  1921  conference  by  a  committee  appointed  for  such 
purpose  at  the  Salt  Lake  meeting  in  1920,  and  the  Federal  Act  of 
1913. 

For  more  than  ten  years  prior  to  the  adoption  of  the  income-tax 
law  in  Wisconsin  the  powers  of  assessment  and  supervision  of  the 
same  had  been  centralized  in  a  Tax  Commission  consisting  of  three 
persons,  expert  in  tax  matters,  appointed  for  a  term  of  six  years 
by  the  Governor.  Men  of  high  character  and  ability  have  always 
been  available  for  appointment  to  this  commission  and  political  in- 
fluences have  rarely  governed  such  appointments. 

Under  this  new  law  the  Commission  w^as  authorized  to  appoint 
assessors  of  incomes  from  civil  service  lists,  such  lists  being  sub- 
mitted by  the  Wisconsin  Civil  Service  Commission,  a  duly  author- 
ized commission  for  examining  citizens  of  the  state  in  order  that 
eligible  lists  might  be  provided  for  the  appointment  of  employees 
of  the  state.  This  Tax  Commission  has  the  power  to  fix  salaries 
and  to  appoint  deputy  assessors,  experts,  clerks  and  auditors,  all 
under  civil  service,  so  that  the  assessment  of  income  is  made  by 
state  officials  and  not  by  locally  elected  assessors. 

The  state,  consisting  of  71  counties,  was  originally  divided  by  the 
Commission  into  39  districts,  and  to  each  of  said  districts  an  assessor 
was  appointed.  At  the  present  time  the  state  is  divided  into  31  dis- 
tricts with  a  like  number  of  assessors  of  incomes,  who  are  directed 
to  assess  the  incomes  of  individuals,   fiduciaries,  partnerships  and 
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estates.  Corporation  incomes  are  assessed  directly  by  the  Wisconsin 
Tax  Commission. 

The  assessors  of  incomes  are  also  delegated  with  supervisory 
powers  to  direct  and  aid  the  local  assessors  in  the  assessment  of 
general  property  and  the  application  of  the  tax  laws. 

Not  being  hampered  by  changes  for  political  or  other  reasons, 
these  men  become  familiar  with  decisions  and  rulings,  and  the  re- 
sults are  such  that  property  assessments  have  never  been  made  on 
a  more  equitable  basis  than  at  the  present  time. 

These  assessors  are  also  the  agents  of  the  Tax  Commission  and 
assist  county  boards  to  equalize  assessments  of  general  property  for 
the  distribution  of  state  and  county  taxes  among  the  towns,  cities 
and  villages  of  each  county  included  within  the  assessor  of  incomes' 
district.  The  equalization  of  such  property  values  requires  diligent 
investigation  of  sales  of  property,  exemption  of  property  from  taxa- 
tion and  other  information  gathered  in  order  to  determine  values  of 
property.  This  information  is  generally  very  valuable  both  to  the 
local  assessor  and  to  the  assessor  of  incomes,  since  sales  of  real 
estate  and  other  transactions  often  reflect  incomes  which  would  not 
otherwise  be  known  except  the  assessors  are  in  personal  contact 
with  facts  and  circumstances  relative  to  property  changes. 

By  the  enactment  of  the  income-tax  law  of  1911  all  moneys  and 
credits,  stocks  and  bonds,  household  furniture,  farm  machinery, 
wagons,  and  implements  connected  therewith  were  exempted  from 
assessment  as  personal  property  to  the  owners  in  lieu  of  the  enact- 
ment of  the  income-tax  law.  The  original  law  carried  an  ofifset 
provision  incorporated  for  the  purpose  of  testing  the  results  of  the 
income  tax  as  a  revenue-producer.  This  offset  provided  that  any 
payment  of  personal  property  tax  could  be  used  as  a  credit  in  pay- 
ing income  taxes.  This  offset  provision  was  repealed  bv  the  Legis- 
lature in  1925. 

Corporations  and  individuals  are  required  to  file  annual  returns 
of  income  on  the  calendar  or  fiscal-year  basis. 

Returns  of  corporations  are  due  on  March  15th  and  should  be 
filed  with  the  Tax  Commission. 

Returns  of  individuals  are  filed  with  the  assessor  of  incomes  on 
the  same  date. 

Failure  to  comply  with  the  demands  to  file  returns  subject  tax- 
payer to  penalties  or  even  arrest. 

Fraudulent  returns  of  income  are  subject  to  double  rates  on  un- 
reported income  and  criminal  prosecution. 

Failure  to  receive  the  request  to  file  return  does  not  excuse  a 
taxpayer  from  filing  if  he  has  a  taxable  income. 

Returns  are  made  on  the  gross  income  subject  to  specific  deduc- 
tions provided  for  in  the  law,  including  such  general  deductions 
which  are  recognized  under  the  federal  and  other  income-tax  acts. 
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Deductions  for  salaries  and  interest  paid  are  dependent  upon  the 
furnishing  of  information  regarding  the  payments  made  for  such 
purposes. 

Married  persons  may  make  separate  returns  of  income  but  the 
tax  is  computed  on  the  joint  income  of  husband  and  wife. 

Field  Audits 

The  Tax  Commission  and  Assessor  of  Incomes  can,  by  office 
audit  or  tield  investigation  determine  Habihty  of  corporations  and 
persons.  For  that  purpose  they  may  examine  books  and  records, 
examine  persons  under  oath  and  take  testimony,  issue  subpoenas,  all 
to  accomplish  this  purpose.  At  present,  back  assessments  can  be 
made  on  any  unreported  or  discovered  income  for  a  period  of  six 
past  years  not  including  the  current  income  year.  Subsequent  to 
July  1,  1929,  the  amendment  of  1927  makes  it  possible  to  only  ex- 
amine and  assess  back  income  for  a  period  of  four  years. 

Executors  and  administrators  are  assessed  for  income  of  deceased 
persons  in  the  district  where  the  deceased  person  resided. 

Guardians  make  reports  and  are  assessable  in  the  district  in  which 
their  ward  resides. 

Trustees  are  assessed  only  on  non-distributable  income  in  the 
county  in  which  the  trust  or  estate  is  being  administered. 

Trustees  and  partnership  returns  are  principally  used  do  deter- 
mine income  of  respective  beneficiaries  and  partners  who  are  per- 
sonally assessed  on  such  income  as  income  of  an  individual. 

The  State  Tax  Commission  is  empowered  to  make  rules  and  regu- 
lations in  order  to  carry  out  the  purpose  of  the  income  act. 

SiXRECY 

The  original  income-tax  law  as  enacted  in  1911,  in  order  to  over- 
come certain  opposition,  contained  a  secrecy  provision  with  severe 
penalties  providing  for  fines  from  $100.00  to  $500.00  or  imprison- 
ment from  one  month  to  two  years  in  the  state  prison,  with  removal 
from  office  and  inability  to  hold  public  office  for  three  years  after 
conviction,  of  any  assessor,  deputy,  clerk  or  employee  that  divulged 
information  obtained  direct  or  indirect  from  income-tax  reports. 

This  provision  was  so  faithfully  adhered  to  that  the  Secretary  of 
the  Wisconsin  Tax  Commission  refused  to  produce  a  return  in 
answer  to  a  subpoena  issued  by  a  Federal  Court  in  the  matter  of  a 
bankruptcy  proceeding.  The  Circuit  Court  of  Appeals  of  the  7th 
District  approved  the  action  of  said  official  In  re  Valencia  Con- 
densed Milk  Company  v.  Warner,  240  Federal  Report,  page  310. 

This  secrecy  provision  of  the  law  was  repealed  in  1923  after  the 
subject  had  been  discussed  as  a  campaign  issue  and  returns  are  now 
subject  to  examination  and  review  under  rules  and  regulations  of 
the  Wisconsin  Tax  Commission.     The  effect  of  this  repeal  has  not 
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induced  any  great  number  of  examinations  to  be  made,  since  the 
restrictions  by  regulation  have  deterred  many  people  from  making 
use  of  this  privilege.  (Out  of  200,000  returns  filed  in  Milwaukee 
County  there  were  only  1,611  examinations  made  under  the  repeal 
of  this  secrecy  clause  since  its  enactment  in  1923.) 

In  this  connection  a  quotation  of  ex-President  Harrison's  address 
is  quite  applicable. 

"  The  plea  of  this  privacy  has  been  driven  too  hard.  If  for 
mere  statistical  purposes  we  may  ask  the  head  of  a  family 
whether  there  are  idiots  in  his  household  and  enforce  an  answer 
by  court  process,  we  may,  surely,  for  revenue  purposes,  require 
a  detailed  list  of  his  securities.  The  men  who  have  wealth  hide 
it  from  the  tax-gatherer  and  flaunt  it  on  the  street.  Such  things 
breed  a  great  discontent.  All  other  men  are  hurt.  They  bear 
a  disproportionate  burden.  A  strong  soldier  will  carry  the 
knapsack  of  a  crippled  comrade  but  he  will  not  permit  a  robust 
shirk  to  add  so  much  as  his  tin-cup  to  the  burden." 

1927  Amendment 

The  entire  income-tax  act  of  Wisconsin  was  recast  in  1927  with 
many  important,  new  and  in  fact  novel  features.  How  successful 
the  amendments  will  work  out  financially  cannot  as  yet  be  told,  but 
severe  criticism  has  been  launched  against  the  amended  act  and  in 
the  race  for  governorship  at  the  present  time  the  income-tax  law 
amendments  are  running  the  gauntlet. 

Average  Lnxome 

Among  the  principal  changes  is  the  introduction  of  an  entirely 
new  feature,  namely  the  assessment  of  "  Average  Taxable  Income  " 
based  on  the  average  of  the  net  income  for  three  years,  said  net 
income  being  the  "gross  income"  less  deductions  allowed  by  the  act. 

This  amendment  was  adopted  in  order  to  give  taxpayers  and  cor- 
porations the  benefit  of  lean  and  profitable  years  in  their  assessment 
of  income  and  also  to  spread  out  profits  or  losses  resulting  from  the 
sale  of  tangible  assets  over  a  three-year  period. 

The  effect  of  this  change  means  the  deferring  of  profits  and  losses 
to  future  years,  which  may  often  result  in  the  partial  loss  of  revenue 
from  such  deferred  income  due  to  bankruptcy,  death  and  removal. 
The  application  of  the  average  taxable  income  may  work  out  with 
corporations  where  they  are  fixed  by  registration  and  place  of  busi- 
ness within  the  state,  but  it  cannot  be  successfully  applied  in  case  of 
individuals.  The  average  taxable  income  of  the  salaried  man  is  not 
materially  affected  as  far  as  the  tax  is  concerned  but  revenues  may 
be  vitally  reduced  as  before  stated  due  to  deaths  and  removals  from 
the  field  of  taxation,  before  the  deferred  assessment  or  tax  can  be 
levied. 
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The  assessment  of  average  income  also  adds  materially  to  the  cost 
of  administration  since  the  computation  of  taxes  on  a  basis  of  three 
returns  is  far  more  complex  than  it  is  to  figure  the  tax  on  the 
annual  basis. 

Stock  Dividends 

The  1927  law  also  amended  the  method  of  treating  the  taxation 
of  stock  dividends  which  had  the  sanction  of  the  Supreme  Court  of 
Wisconsin.  Under  the  revised  act  .stock  dividends  are  now  treated 
in  accord  with  federal  decisions  and  regulations. 

Liquidating  dividends,  reorganizations,  mergers  and  structural 
changes  in  corporations  are  also  largely  treated  in  accord  with  fed- 
eral rules  and  regulations. 

Dividends 

Under  the  old  law  dividends  of  corporations  were  exempt  to  the 
recipient  to  the  extent  that  the  corporation  paid  a  tax  upon  its  in- 
come to  the  State  of  Wisconsin;  thus,  if  a  corporation  paid  on  95Vc 
of  its  income,  95%  of  the  dividend  was  deductible  on  the  return  of 
the  stockholder. 

This  now  presents  a  radical  change  in  the  1927  amendment  where 
the  rather  arbitrary  rule  is  laid  down  by  the  legislature  that  divi- 
dends are  all  deductible  if  the  corporation  paid  on  50%  or  more  of 
its  entire  net  income  or  loss  which  was  used  in  computing  the  aver- 
age taxable  income  or  loss.  Thus,  a  foreign  or  domestic  corpora- 
tion doing  51%  of  its  business  in  Wisconsin  entitles  a  stockholder 
to  the  deduction  of  the  entire  dividend  received  from  such  corpora- 
tion, thereby  exempting  49%  of  the  income  earned,  which  was  dis- 
tributed to  the  stockholder  and  which  has  not  been  assessed  to  the 
corporation. 

On  the  other  liand,  if  only  49%  of  the  business  was  attril)utcd  to 
Wisconsin  in  the  corporation  assessment,  no  deduction  is  allowed 
to  the  stockholder.  This  feature  will  soon  be  in  the  courts  for  final 
determination. 

B.\NKS 

Due  to  the  Richmond  and  subsequent  decisions  of  the  U.  S.  Su- 
preme Court,  banks  and  trust  companies  have  been  placed  on  an 
income-tax  basis  under  the  1927  amended  law. 

Banks  are  subject  to  the  same  rates,  method  of  reporting  income, 
etc.  under  which  other  corporations  are  assessed. 

This  legislation  was  adopted  after  considerable  hesitation  on  the 
part  of  taxing  and  other  officials,  but  due  to  the  fact  that  banks  were 
not  paying  on  or  were  compromising  their  tax  on  their  own  terms, 
the  state  was  coerced  into  amending  our  laws  relating  to  the  taxa- 
tion of  banks. 

The  results  indicate  that  banks  are  paying  about  one-third  and 


INCOME  TAXATION  AND  ITS  REQUIREMENTS  465 

less  of  the  amount  of  taxes  on  an  income  as  compared  with  their 
former  tax  levied  on  the  ad-valorem  basis. 

Rates 

The  graduated  rates  of  taxes  have  not  been  changed.  The  aver- 
age taxable  income  of  corporations  is  subject  to  a  2%  rate  on  the 
first  one  thousand  dollars  and  graduating  to  6%  on  the  seventh 
thousand  and  any  amount  in  excess  thereof. 

Individual  taxes  are  computed  on  the  basis  of  1%  on  the  first  one 
thousand  dollars  of  average  taxable  income  and  reaching  the  max- 
imum of  6%  on  the  twelfth  thousand  and  any  amount  in  excess 
thereof. 

Exemptions 

Wisconsin  has  never  acquiesced  in  granting  large  exemptions, 
for  the  reason  and  on  the  theory  that  a  citizen  should  come  into 
contact  with  his  government  at  least  once  a  year  to  give  an  account 
of  his  stewardship.  Exemptions  are  a  privilege  and  should  there- 
fore be  modest  and  allowed  equally  to  all. 

The  principal  cause  of  the  present  resentment  to  the  1927  amend- 
ment of  the  income-tax  law  is  based  on  the  change  made  in  the 
exemption  feature  which  is  new  in  theory  and  practice. 

Under  the  old  law  a  single  person  was  allowed  a  deduction  as  an 
exemption  from  gross  income  of  $800.00,  husband  and  wife  $1600.00, 
children  under  18  years  and  dependents  $300.00. 

The  amended  law  substitutes  a  change  by  allowing  a  deduction 
from  the  computation  of  the  tax  on  the  average  taxable  income  of 
$8.00  for  a  single  person,  being  1%  on  $800.00,  and  $17.50  for  hus- 
band and  wife,  being  1%  and  1%%  on  $1600.00,  and  $3.00  for  each 
child  or  dependent,  being  1%  on  $300.00,  the  credits  being  given  as 
exemptions  against  the  tax  rather  than  as  a  deduction  to  arrive  at 
net  income. 

This  amendment  has  in  its  favor  the  principle  of  equal  privilege 
to  all  with  favors  to  none. 

Under  the  old  law  $800.00  taken  off  the  top  of  taxable  income  of 
a  taxpayer  in  the  6%  class  allowed  an  exemption  of  $48.00  in  taxes. 
In  case  of  husband  and  wife  $1600.00  at  6%  allowed  an  exemption 
of  tax  of  $96.00,  and  in  case  of  children  and  dependents  in  the  6% 
class  an  allowance  was  made  for  each  of  $18.00.  Under  the  amended 
law  the  exemption  is  alike  for  all  as  a  deduction  from  the  tax.  The 
theory  is  not  well  understood  by  the  taxpayers  generally  but  its 
merits  appeal  to  justice  when  explained. 

Appeal  and  Review 

No  changes  are  made  in  taxpayers'  returns  without  giving  due 
notice.    Within  20  days  after  the  receipt  of  such  notice  the  taxpayer 
has  the  right  to  resent  or  object  to  the  change. 
30 
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If  the  assessor  cannot  be  converted  to  the  taxpayer's  view,  the 
taxpayer  can  appeal  to  the  County  Board  of  Review,  which  stays 
the  assessment,  if  such  complaint  is  made  in  writing  asking  for  a 
hearing  in  the  matter. 

A  County  Board  of  Review  is  comprised  of  three  local  residents 
of  each  county  appointed  by  the  Wisconsin  Tax  Commission,  paid 
on  a  per-diem  basis. 

The  county  clerk  is  clerk  of  the  Board  of  Review  and  keeps  the 
records,  etc. 

The  taxpayer,  under  oath,  can  appear  and  present  his  case  in  an 
informal  way  in  person  or  be  represented  by  counsel.  The  assessor 
and  the  Board  of  Review  may  subject  him  to  cross-examination. 

The  Board  then  makes  a  determination  or  finding  on  the  record 
and  either  amends  or  confirms  the  assessment  in  question. 

If  the  taxpayer  or  assessor  is  dissatisfied  by  such  finding  of  the 
Board  of  Review,  he  may  apply  to  the  Wisconsin  Tax  Commission, 
who  assign  a  time  for  hearing  and  a  review  of  the  records  of  the 
case.  The  Tax  Commission  then  issues  its  order  either  for  or 
against  the  assessment. 

The  taxpayer  then  having  exercised  his  statutory  remedy,  may 
continue  by  certiorari  presenting  his  case  to  the  Circuit  Court  on 
the  record  made,  and  if  dissatisfied  from  the  ruling  of  the  Circuit 
Court  he  may  appeal  to  the  State  Supreme  Court. 

Assessment  and  Tax  Rolls 

Ever  since  the  enactment  of  the  income-tax  law,  annual  assess- 
ment and  tax  rolls  have  been  prepared  in  the  same  manner  in  which 
real  estate  and  personal  property  rolls  are  prepared.  Under  the 
amended  act  the  initial  assessment  roll  is  to  be  submitted  for  collec- 
tion on  June  1st.  The  initial  rolls  show  the  assessment  and  tax 
based  on  the  returns  as  filed,  before  an  audit  or  edit  thereof  is  made, 
returns  being  filed  by  March  15th  and  the  initial  rolls  being  pre- 
pared by  June  1st. 

Subsequent  to  June  1st,  the  assessor  proceeds  to  audit  returns, 
making  all  necessary  changes  to  conform  to  the  law. 

Additional  assessment,  credit  or  refund  rolls  are  then  issued  from 
time  to  time  to  adjust  the  liability  of  the  taxpayer. 

Collection 

Under  the  home-rule  provision  of  the  Constitution,  the  income  tax 
has  always  been  collected  by  local  officials  rather  than  by  the  state. 

Formerly  local  town,  city  and  village  treasurers  collected  income 
taxes,  but  by  amendment  in  1927  the  county  treasurer  of  each  county 
is  now  delegated  to  make  these  collections. 

Distribution  of  collections  is  made  by  the  county  treasurer  within 
a  reasonable  time,  to  the  state  and  to  the  local  units  and  munici- 
palities. 
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Under  the  collection  method,  due  to  the  filing  of  additional  tax 
rolls,  credit  and  refund  rolls,  the  treasurer  always  has  income-tax 
collection  funds  on  hand  to  make  refund  in  case  of  overpayment. 

Income  taxes  collected  are  distributed  40%  to  the  state,  50%  to 
the  town,  city  or  village  where  the  tax  originated,  and  10%  to  the 
county. 

The  state  pays  the  salaries  of  the  assessing  officers,  the  county 
pays  the  cost  of  equipment,  quarters  and  salary  of  collecting  officers. 

Surtaxes 

The  levy  of  surtaxes  on  incomes,  due  to  its  possibility  and  ease 
of  collection,  is  one  of  the  abuses  which  members  of  our  legislative 
bodies  often  suggest  as  a  means  of  raising  revenue  for  special  pur- 
poses. Such  taxes,  however,  should  not  be  levied  unless  the  pur- 
poses are  exceptional. 

Wisconsin  financed  the  payments,  without  the  issuance  of  bonds, 
of  the  Cash  Soldiers'  Bonus  by  the  levy  of  a  surtax  on  1918  in- 
comes.    Collection  amounted  to  $8,640,201.00. 

The  Soldiers'  Educational  Surtax  was  levied  on  incomes  of  five 
years,  covering  the  periods  of  1918  to  1922  inclusive,  at  one-sixth 
of  the  normal  rate  after  an  exemption  of  $3000.00  of  net  income 
was  deducted.  The  collection  of  this  tax,  amounting  to  $6,687,965.00, 
was  used  to  provide  a  five-year  course  of  education  for  men  and 
nurses  who  had  served  in  the  army  and  navy,  with  a  payment  of 
$30.00  per  month  included. 

At  present  a  Teachers'  Retirement  Fund  Surtax  is  being  collected 
at  one-sixth  of  the  normal  rates  on  income  in  excess  of  $3000.00. 
This  tax  has  been  levied  on  incomes  received  since  1920.  This  tax 
yields  over  one  and  a  half  million  dollars  a  year  for  this  specific 
purpose. 

The  Teachers'  Pension  Fund  built  up  from  the  collection  of  this 
surtax  on  incomes  since  1920  and  investment  of  funds  received  has 
now  created  a  surplus  in  excess  of  $13,000,000.00. 

Cost  of  Administration 

The  cost  of  administration  for  the  assessment  of  incomes,  not  in- 
cluding collection  of  tax  for  the  seven  years  1920  to  1926  inclusive, 
during  which  time  the  average  levy  amounted  to  $12,559,915.00  (ex- 
clusive of  surtaxes),  was  about  1.96%. 

Conclusions 

An  income-tax  law  cannot  be  simplified  to  such  a  degree  as  to  be 
satisfactory  to  all,  since  by  simplification  we  only  add  to  administra- 
tive problems  and  difficulties. 

No  income-tax  law  can  be  successfully  administered  without  cen- 
tralized control. 
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Locally  elected  officials  cannot  successfully  administer  this  com- 
plex system  of  taxation. 

Frequent  amendments  to  any  law,  especially  an  income-tax  law 
under  which  taxpayers  make  their  own  reports,  are  disturbing  fac- 
tors which  interfere  with  administration  and  lead  to  irritation  of  the 
taxpayer. 

Exemptions  should  not  be  too  liberal  since  tax  burdens  should  be 
equitably  distributed. 

The  taxpayer  should  be  provided  with  ample  recourse  to  remedies 
for  the  protection  of  his  rights  at  every  step  of  tax  proceedings 
without  resorting  to  expensive  litigation. 

Income  taxes  cannot  be  substituted  for  taxes  collected  on  general 
property  but  are  the  most  etificient  and  effective  means  of  providing 
a  supplemental  source  of  revenue. 

Chairman  Kimball:  In  assigning  these  subjects  for  discussion 
I  was  very  fortunate  to  get  the  men  that  I  did.  I  was  very  fortun- 
ate that  they  came  to  my  rescue. 

We  have  heard  from  the  three  states,  Massachusetts.  North  Da- 
kota and  Wisconsin.  We  have  yet  to  hear  from  IMark  Graves,  Tax 
Commissioner  of  the  State  of  New  York.  Because  of  the  great 
preponderance  of  wealth  and  income  in  that  state,  the  income-tax 
law  there  of  course  is  very  important,  and  we  are  very  fortunate  to 
have  Mr.  Graves  with  us. 

Mark  Graves  (New  York)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men: I  shall  not  bore  you  with  a  description  of  our  New  York  per- 
sonal income  tax  law.  The  information  on  the  subject  is  available 
in  printed  form  in  various  places.  We  inaugurated  this  form  of 
taxation  in  1919.  I  cannot  say  that  the  law  is  a  popular  law.  l)e- 
cause  I  believe  no  tax  law  is  popular.  I  can  say  that  it  has  a  mini- 
mum of  opposition.  I  think  I  am  safe  in  saying  that  it  is  not  an 
unpopular  law  in  the  State  of  New  York.  It  yields  a  substantial 
amount  of  revenue. 

During  the  fiscal  year  just  closed,  we  collected  by  taxing  personal 
incomes  $64,000,000  in  round  numbers.  That  constitutes  about  one- 
tenth  of  the  tax  paid  by  real  property  and  personal  income ;  or, 
phrasing  it  in  another  way,  every  time  real  property  in  our  state 
paid  nine  dollars  of  taxes,  last  year  personal  income  as  a  tax  paid 
one. 

The  subject  assigned  to  me  l)y  our  genial  chairman  was  that  of 
administration  of  personal  income  tax  laws.  It  has  been  said  that 
7^  per  cent  of  the  success  of  any  tax  law  is  administration,  and  that 
25  per  cent  is  the  law  it.self.  I  am  one  of  those  who  believe  that  a 
perfectly  good  tax  law  can  be  ruined  by  poor  administration.  I  be- 
lieve that  a  relatively  poor  tax  law  can  be  made  palatable  by  good 
administration. 
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The  preceding  speaker  has  emphasized  the  necessity  for  central- 
ized administration.  I  doubt  if  a  personal  income  tax  law  can  be 
administered  in  any  other  way  successfully.  It  was  considered  in 
the  State  of  New  York  and  we  concluded  that  if  we  had  adminis- 
tration by  counties  that  we  would  have  sixty-one  varieties  of  admin- 
istration, because  we  have  that  number  of  counties  in  our  state.  In 
other  words,  we  would  have  four  more  varieties  than  Heinz  has  of 
pickles. 

The  second  thing  I  would  stress  is  the  organization  to  administer 
such  a  law.  You  need  an  adequate  organization ;  I  mean,  one  of 
adequate  size.  Unless  you  have  an  adequate  force,  one  which  will 
enable  you  to  administer  the  law  impartially  and  seek  out  delin- 
quents, the  operation  of  the  law  will  be  unsuccessful.  I  have  found 
this,  that  people  object  more  to  paying  taxes  because  they  think 
some  one  else,  who  is  just  as  able  to  pay  or  just  as  liable  to  pay,  is 
not  being  caught.  It  seems  to  make  it  easier  for  them  to  pay  taxes 
if  they  know  that  their  neighbors  are  suffering  under  the  same  sort 
of  handicap  or  unpleasantness. 

The  third  important  thing  is,  your  organization  needs  to  l)e  com- 
petent. Those  of  you  who  are  public  officia's  know  the  difficulty  of 
obtaining  competent  help  in  the  public  service.  It  is  difficult  for  a 
variety  of  reasons  which  I  will  not  take  the  time  to  enumerate,  more 
than  to  sketch  them. 

A  political-patronage  element  always  enters  into  it.  The  best  men 
do  not  always  seek  public  positions.  The  civil  service  oftentimes 
intervenes  and  prevents  you  from  getting  the  people  whom  you 
would  really  like  to  have,  but  that  difficulty  must  be  overcome  if  the 
administration  is  to  be  successful.  I  have  been  through  the  ex- 
perience, and  I  feel  safe  in  saying  to  you  that  it  is  possible  to  obtain 
and  retain  a  competent  force  of  people,  perhaps  not  the  best  people 
to  administer  such  law,  but  in  order  to  make  them  competent  and 
keep  them  competent  you  must  continually  be  training  them  in  the 
work  of  administering  that  particular  kind  of  a  statute. 

The  next  thing  of  importance  is  that  the  organization  needs  to  be 
stable.  By  that  I  mean  you  need  to  avoid  a  large  turnover.  In  the 
administration  of  our  statute  we  have  but  one  exempt  em])loyee  of 
some  300  or  more  in  that  particular  bureau.  In  other  words,  our 
people  are  protected  by  civil  service.  They  will  remain  there  as 
long  as  they  do  their  jobs  faithfully  and  well.  I  can  conceive  of  no 
greater  calamity  that  can  happen  to  one  who  is  administering  a  stat- 
ute of  this  nature  than  that  of  having  his  force  disrupted  from  time 
to  time  through  political  causes  or  otherwise.  Such  an  organization 
needs  to  be  not  only  an  office  organization  but  a  field  organization 
as  well.  No  matter  how  much  you  advertise  your  law,  no  matter 
how  thoroughly  you  try  to  impress  upon  the  public  the  duty  of  filing 
income-tax  returns,  the  fact  remains  that  some  through  ignorance 
and  others  through  intention  will  not  file  returns  as  required. 
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In  New  York  we  have  a  field  force,  perhaps  not  as  larije  as  we 
should  have.  That  is  the  elastic  element  in  our  organization.  We 
have  a  field  force  which  makes  approximately  50,000  investigations 
every  year  of  people  who  are  thought  to  be  delinquent  in  filing  re- 
turns. I  don't  just  exactly  remember  the  exact  figures,  but  in  mak- 
ing 50,000  investigations  they  will  obtain,  say,  10,000  new  taxpayers. 
\\  hen  we  once  get  them  on  our  books,  through  our  system  of  office 
procedure,  we  keep  them  tlicre  until  they  have  shown  cause  why 
they  should  be  removed. 

The  next  important  thing  that  occurs  to  me  in  the  administration 
of  such  a  law  is  that  of  the  attitude  of  the  administrator  toward  the 
])ublic.  Too  frequently,  I  fear,  do  we  public  officials  become  more 
or  less  bureaucratic.  We  are  apt,  after  many  years  in  office,  to 
come  to  look  upon  the  business  as  more  or  less  our  private  business. 
I  never  iiave  been  able  to  lose  sight  of  this  attitude :  it  is  the  atti- 
tude which  I  have  tried  to  keep  in  all  of  my  work  as  a  tax  commis- 
sioner— that  I  am  not  the  State  of  New  York,  that  I  am  merely,  if 
you  will  i)ardon  me  in  using  a  pugilistic  term,  the  third  man  in  the 
ring.  I  am  standing  between  the  taxpayer  on  the  one  side  and  the 
State  of  New  York  on  the  other  hand,  equally  anxious  all  the  time 
to  see  that  both  the  state  and  the  taxpayer  get  a  square  deal.  I  be- 
lieve that  the  maintaining  of  an  attitude  something  along  that  line 
will  impress  itself  in  time  upon  the  public  in  such  a  way  that  it 
makes  it  easier  to  have  successful  administration  of  the  particular 
statute  that  you  are  trying  to  enforce.  Perhaps  I  should  have  said 
this  at  the  outset,  which  you  may  have  thought  of  or  you  may  not 
have  stopped  to  think  of.  that  an  income-tax  law  is  no  more  and  no 
less  difficult  to  administer  than  any  other  statute.  I  think  it  is  be- 
cause it  comes  into  more  intimate  and  personal  contact  with  a 
greater  number  of  people  than  any  other. 

Now,  in  answer  to  that  you  may  say  there  are  just  as  many  real 
property  taxpayers  as  personal  income  taxpayers  in  your  state.  I 
presume  there  are.  But  the  man  wlio  j^ays  the  taxes  on  his  real 
property  is  not  required  to  take  any  positive  action  until  it  comes 
time  to  pay  his  taxes.  The  assessor  unbeknown  to  the  owner  as- 
sesses the  property  and  various  hearings  are  held,  and  finally  the 
assessment  roll  is  adopted  and  the  budget  is  fixed  and  a  tax  rate 
established  and  the  tax  spread. 

The  first  thing  that  the  average  fellow  knows  about  it  is  that  he 
is  confronted  with  a  tax  bill;  but,  in  the  case  of  a  personal  income 
tax  people's  minds  must  function.  First  they  must,  prior  to  the 
filing  date,  say  "  Am  I  or  am  T  not  liable  for  a  personal  income 
tax?"  If  they  decide  that  they  are.  they  must  obtain  a  return,  if 
one  has  not  been  sent  them,  and  they  must  sit  down  with  all  of  the 
painful  effort  of  trying  to  figure  up  their  income  for  the  past  year, 
and  what  contributions  they  have  made  and  what  allowable  deduc- 
tions thev  mav  claim. 


INXOME  TAXATION  AND  ITS  REQUIREMENTS  471 

Now,  that  is  a  requirement  which  places  the  average  fellow  in 
sort  of  an  unhappy  frame  of  mind  at  the  outset.  Therefore,  the 
duty  of  the  tax  administrator  is  to  be  fair-minded  and  as  reasonable 
as  possible.     He  must  aim  to  meet  the  taxpayer  about  half  way. 

The  next  thing  that  I  would  mention  is  that  administration  should 
be  intelligent.  Now,  I  do  not  mean  intelligent  in  the  usual  sense  of 
the  word,  that  the  employees  of  our  department  ought  to  be  familiar 
with  the  law — of  course  they  should  be — but  I  mean  it  should  be  in- 
telligent in  the  sense  that  common  sense  is  used. 

Before  we  increased  personal  exemptions  in  our  state,  we  had 
1,100,000  people  filing  personal  income  tax  returns.  In  the  year  just 
closed  I  do  not  know  the  number  filed,  but  500.000  people  actually 
paid  us  money.  Probably  we  received  700.000  returns.  Our  law 
requires  that  an  affidavit  should  be  attached  to  each  return.  As  a 
matter  of  fact,  we  perhaps  get  100,000  or  150,000  or  200.000  returns 
every  year  that  are  not  sworn  to  before  any  officer  authorized  to 
take  acknowledgment.  Now,  we  could  send  them  all  back  and  say, 
'■  You  run  around  and  find  a  notary  public  or  some  one  else  or  make 
an  affidavit  to  this  return  and  send  it  in."  If  we  did  that  we  prob- 
ably would  never  get  them  all  back.  We  could  make  copies  of  them 
and  send  out  to  be  verified,  but  that  would  be  a  very  expensive 
operation  for  us;  so  when  I  say  intelligent,  at  least  I  think  it  is  in- 
telligent, we  just  take  the  150,000  or  200.000  returns,  unverified,  and 
stick  them  in  our  files  and  let  it  go  at  that.  I  am  using  these  merely 
by  way  of  illustrating  what  I  mean  by  intelligent  administration.  It 
sometimes  happens  that  a  fellow  sends  a  check  for  25  or  50  cents 
less  than  the  amount  of  his  tax,  or  it  may  be  25  or  50  cents  more 
than  the  amount  of  his  tax.  We  just  adopted  an  office  rule  to  not 
pester  any  person  about  any  matter  of  that  kind.  If  a  fellow  has 
overpaid  his  tax  by  a  sum  less  than  50  cents,  we  do  not  refund  it  to 
him  unless  he  requests  it.  If  a  man  has  underpaid  his  tax  by  a  sum 
of  50  cents  or  less,  we  do  not  write  him  a  letter  to  remind  him  of  it. 
It  would  cost  us  50  cents,  or  nearly  that,  to  open  up  negotiations 
with  him.  and  we  would  put  him  in  an  unhappy  frame  of  mind 
toward  the  administration  of  such  a  law. 

Another  thing,  in  the  auditing  of  returns,  we  frequently  notice 
things,  small  matters  that  we  might  well  write  the  fellow  a  pester- 
ing letter  about.  We  never  open  up  negotiations  on  the  audit  of  a 
return  unless  we  see  a  chance  to  collect  $2.50  of  tax  or  more. 

Now,  some  of  the  employees  of  the  bureau  have  said  to  me  that 
whatever  is  worth  doing  is  worth  doing  well,  and  perhaps  they  are 
right  about  it.  But,  when  you  stop  to  think  of  the  errors  and  the 
delinquencies  in  the  administration  of  our  general  property  tax, 
and  many  of  our  other  tax  laws,  I  think  that  we  are  justified  in 
taking  the  attitude  that  we  have  in  the  matters  which  I  have  men- 
tioned to  vou,  and  thev  are  but  illustrative  of  the  methods  that  we 
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have  found  it  necessary  to  employ  in  giving  our  state  what  we  be- 
lieve was  a  sensible  sort  of  administration. 

The  next  note  I  made  was,  meet  the  other  fellow  half  way.  Some 
of  you  people  who  have  not  administered  tax  laws  or  represented  the 
taxpayers  before  taxing  bodies,  may  have  a  notion  that  net  income 
is  something  that  can  be  precisely  calculated,  that  the  amount  of  tax 
ought  to  be  capable  of  mathematical  adjustment  and  exactness.  I 
have  found  that  is  not  always  true.  We  find  it  necessary  to  allow 
deductions,  things  of  that  sort,  in  our  income-tax  statutes,  and  when 
we  get  to  the  subject  of  depreciation  and  obsolescence,  and  in  cal- 
culating a  gain  or  loss  in  the  sale  of  property  acquired  before  the 
incidence  of  the  tax  law. 

When  you  undertake  this  year  to  go  back  and  fix  the  value  of  an 
unlisted  security  or  stock  in  a  closely  held  corporation,  or  a  piece 
of  real  property,  as  of  March  1,  1913,  under  the  federal  law,  or 
January  1,  1919  in  the  case  of  our  statute,  you  are  dealing  with  a 
subject  that  is  more  or  less  indefinite.  1  have  not  infrequently,  al- 
though it  is  not  a  common  practice,  when  it  came  to  the  point  of 
trying  to  fix  the  value  of  some  security  or  some  piece  of  real  prop- 
erty or  something  as  of  January  1.  1919,  and  there  was  a  violent 
difference  of  opinion  between  our  auditing  staff  and  the  taxpayer 
and  his  representative.  I  have  on  occasions  said,  '"  Here,  now,  I 
have  listened  to  the  entire  case.  I  cannot  from  all  of  the  evidence 
interposed  thus  far  satisfy  myself  what  the  value  is;  I  will  tell  you 
what  I  will  do;  we  are  good  sports,  we  will  go  you  fifty-fifty  on 
that.  Our  audit  division  thinks  you  owe  $100  tax;  we  will  compro- 
mise it  on  a  fifty-dollar  basis." 

I  am  saying  these  things,  and  I  am  speaking  to  you  frankly,  at 
the  risk  of  having  you  think  perhaps  we  are  lax  in  our  administra- 
tion of  the  laws,  but  the  purpose  of  putting  me  on  the  program  and 
assigning  me  this  subject  was  to  tell  you  what  I  really  felt  and  be- 
lieved on  these  things;  and  after  our  nine  years  of  experience  with 
personal  income  taxation  I  must  say  to  you  that  if  you  undertake  to 
lean  over  backwards,  if  you  undertake  to  resolve  every  point  in 
favor  of  the  state,  if  you  take  a  stand  and  maintain  it  until  the  tax- 
payer disproves  it  beyond  any  reasonable  doubt,  you  are  going  to. 
in  the  course  of  years,  render  the  law  that  you  are  trying  to  ad- 
minister most  unpopular. 

T  have  two  minutes.  I  think  I  will  say  just  a  word  on  the  subject 
of  the  desirability  or  the  undesirability  of  personal  income  taxation. 
I  do  not  believe  that  personal  income  tax  laws  should  be  in- 
augurated in  every  state.  Certainly  they  should  not  until  popular 
opinion  supports  them.  I  believe  that  personal  income  forms  a 
proper  basis  of  taxation,  and  I  rather  anticipate  and  believe,  al- 
though there  has  been  no  movement  in  that  direction  in  the  past 
few  years,  that  personal  income  taxation  in  future  years  will  be- 
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come  more  or  less  popular,  or,  at  least,  come  into  our  American 
states.  I  believe  that  because  in  a  country  having  a  national  income 
of  90  billions,  or  more,  that  we  have  a  tax  base  which  cannot  be 
overlooked.  I  believe  that  one  of  the  problems  that  is  concerning 
the  tax  men  of  this  country  today  is  how  to  raise  the  aggregate 
amount  of  money  with  which  to  support  government  without  plac- 
ing any  greater  burden  on  real  property  and.  in  fact,  relieving  real 
property,  if  that  is  found  possible  to  do. 

Personal  income  taxation  in  my  judgment  can  never  be  made 
simple.  I  am  not  saying  that  it  cannot  be  simpler  than  it  is.  but  I 
would  not  know  how  to  do  it  after  several  years  of  experience. 
You  must  bear  in  mind  that  the  social  and  economic  life  of  this 
country  is  complicated,  and  any  tax  which  is  measured  or  based 
upon  income  derived  from  a  complex  social  and  economic  condition 
must  of  necessity  be  more  or  less  complicated  if  we  are  to  deal  out 
a  fair  measure  of  equity  and  justice  as  between  the  different  classes 
of  individuals  and  the  different  individuals  within  groups.  I  thank 
you. 

O.  L.  Clarke  (Texas)  :  Has  it  ever  been  argued  that  the  income- 
tax  law  lessened  the  property  tax  ?  What  has  been  the  result  in  the 
states  where  it  has  been  adopted  ? 

Ch.airmax  Kimb.\ll:  Mr.  Long,  you  answer  that. 

Henry  F.  Long  (Massachusetts)  :  I  think  I  can  say  for  Mr. 
Graves  and  Mr.  Kimball  in  a  few  words  that  there  is  no  such  animal 
that  can  be  devised  to  relieve  any  other  kind  of  property  unless  you 
can  educate  the  people  first  to  spend  less  money. 

Here  is  something  the  income  tax  did  with  us,  which  is  true  of 
every  other  state  that  adopted  the  tax  and  administered  it  with  a 
reasonable  degree  of  efficiency.  In  1916,  the  last  year  of  our  law 
taxing  on  a  property  basis  tangible  and  intangible  property,  the  total 
income  was  $23,000,000  for  the  entire  Commonweahh.  This  last 
year,  just  past,  we  received  approximately  $24,000,000  from  our  in- 
come tax,  and  approximately  535.000,000  from  our  tangible  personal 
property  tax. 

Xow,  there  are  two  things  that  we  might  draw  from  that.  The 
first  is  this,  that  there  has  been  acceleration  on  the  part  of  the  local 
assessors  to  find  tangible  property.  Xow,  with  intangible  personal 
property  taxed  on  an  income-tax  basis,  that  adds  slightly  to  the 
revenue  that  the  cities  and  towns  have,  to  offset  the  main  item  now 
raised  upon  realty.  A  part  of  that,  however,  may  be  offset  by  the 
fact  that  we  have  increased  our  expenditures  for  our  roads,  our 
schools  and  our  fire  and  police  protection,  which  is  true  in  every 
state  of  the  Union,  and  have  increased  the  rate  somewhat;  but  on 
the  whole  I  think  we  have  brought  in  under  our  tangible  personal 


474  NATIONAL  TAX   ASSOCIATION 

property  tax.  now  that  the  intaiisihle  tax  has  heeii  separated,  a  larger 
amount  of  property  than  we  would  where  the  assessors  were  work- 
ing a  great  deal  of  their  time  on  intangihle  property  they  could  not 
tind.  One  of  the  tendencies  of  local  assessors  is  that  they  will  spend 
a  lot  of  time  rowing  with  somehody,  and  it  is  the  easiest  thing  to 
row  over  intangible  property.  It  is  also  easy  or  comparatively  easy 
to  row  over  a  kind  of  tangible  property,  like  automobiles,  for  ex- 
ample. We  in  Massachusetts  have  taken  that  out  of  that  particular 
kind  of  property  tax. 

But,  for  anyone  to  argue  that  by  the  introduction  of  any  kind  of 
tax— I  don't  care  what  the  tax  is — you  are  going  to  reduce  the  bur- 
den on  any  other  kind  of  property,  is  a  fallacious  argument  and 
ought  not  to  be  countenanced  for  a  moment.  The  whole  truth  of 
the  matter  is  that  we  do  get  money  from  these  new  sources,  but  we 
are  spending  money  more  and  more  all  the  time.  We  have  got  to 
look  to  these  new  forms  of  taxation  to  take  up  some  of  the  slack 
that  we  are  increasing. 

Now,  if  some  of  the  economists  think  we  liave  reached  the  peak 
of  those  expenditures,  in  the  next  ten  years  we  will  have  perhaps 
the  experience  of  a  less  burden  on  real  estate.  I  am  not  so  hopeful 
for  that  as  some,  because  I  see  here,  particularly  in  the  west,  a  great 
deal  of  extension  in  the  way  of  schools.  We  are  extravagant  in  the 
east,  we  think,  but  we  haven't  even  got  the  extravagance  of  imagi- 
nation that  they  have  here  in  the  west  in  relation  to  school  buildings 
alone.  That  also  may  be  true  as  to  your  roads.  Your  tire  and  police 
protection  may  not  have  reached  that  point,  although  some  one  here 
yesterday  remarked,  perhaps  facetiously.  I  don't  know,  that  we  ought 
to  have  a  police  department  sufficient  so  that  a  person  could  go  out 
on  the  street  at  any  time  of  day  or  night  and  be  entirely  without 
any  thought  of  harm,  or  a  tire  department  so  efficient  we  would  not 
need  to  have  insurance.  That  seems  to  me  to  be  carrying  the  idea 
of  government  to  a  point  that  we  cannot  possibly  allow  ourselves  to 
go  into;  but  I  may  say  this,  if  Massachusetts  did  not  adopt  the  in- 
come-tax law — and  I  think  this  is  true  of  Xew  York.  Wisconsin  and 
other  states,  the  burden  on  real  estate  would  be  tremendous,  and 
while  it  is  burdensome  now  it  would  ])robably  be  confiscatory  if  we 
did  not  have  the  income-tax  law. 

Chairman  Kimball:  I  might  say.  too.  in  connection  with  the 
Wisconsin  income  tax.  40  per  cent  goes  directly  to  the  state,  and 
that,  after  applying  the  cost  of  administration  and  certain  specific 
appropriations  which  are  small,  goes  directly  to  the  remittance  of 
the  mill  tax  for  the  University,  State  Normal  schools  and  common 
schools.  To  that  extent,  of  course,  you  can  say  that  it  directly  re- 
lieves property  of  that  much  tax. 
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Mr.  Steere  (Pennsylvania)  :  I  have  heard  the  objection  raised  to 
the  income  tax,  that  it  is  difficult  to  estimate  the  amount  of  revenue 
to  be  derived.  I  should  like  to  know  the  answer  of  some  of  the 
states  that  have  an  income  tax. 

Mark  Graves  (New  York)  :  We  do  not  find  it  difficult  to  make 
estimates  in  New  York.  It  requires  considerable  intelligence  and 
ability  to  do  it.  If  I  should  undertake  to  do  it,  it  would  be  a  guess; 
but  we  have  a  deputy  in  charge  of  our  research  statistics  bureau, 
who  for  the  past  two  years  told  me  that  our  commission  was  esti- 
mating the  amount  too  low.  He  calculated  it  within  a  million  dol- 
lars on  a  $60,000,000  collection.  He  used  business  curves  and  avail- 
able statistics  and  things  of  that  sort  to  make  the  computation.  It 
is  not  at  all  difficult  to  do  if  you  have  the  faculty  and  ability  to 
analyze  available  data  to  make  the  estimates. 

I  may  say  in  response  to  this  gentleman  over  here :  History 
shows  that  as  our  country  has  grown,  as  the  population  has  in- 
creased, that  public  expenditures  have  always  increased.  Between 
1880  and  1910,  a  time  during  which  we  had  no  great  war  influence. 
and  no  material  change  except  a  very  gradual  change  in  the  pur- 
chase power  of  the  dollar,  the  expenditures  of  the  national  govern- 
ment and  of  the  state  and  local  governments  increased  on  an  aver- 
age of  four  or  four  and  one-half  per  cent.  I  expect  that  that  will 
continue  more  or  less  during  normal  times,  if  the  purchasing  power 
of  the  dollar  remains  more  or  less  stable.  It  will  do  that  in  my 
judgment  until  the  country  reaches  a  stable  population.  So  I  think 
we  may  assume  that  whether  you  find  new  sources  of  revenue  or 
whether  you  do  not,  public  expenditures  will  increase,  taxes  will  in- 
crease.    I  feel  this  way  about  it. 

In  New  York  the  inauguration  of  our  personal  income  tax  law  did 
not  reduce  taxes  on  real  property;  in  fact,  taxes  on  real  property 
have  grown  in  the  aggregate  since  then.  It  has  prevented  them,  in 
my  judgment,  from  mounting  as  high  as  they  otherwise  would  have 
mounted. 

JoHX  E.  Brixdley  (Iowa):  I  think  I  have  seen  a  great  many 
newspapers,  in  cases  of  one  kind  or  another,  charge  the  Wisconsin 
income  tax  with  driving  capital  out  of  the  state.  Do  you  know  to 
what  extent  that  charge  is  being  made. all  around?  I  was  wonder- 
ing if  you  had  that  question  to  meet  in  your  state. 

Chairman  Kimball:  We  hear  it  very  frequently.  We  have 
attempted  to  pin  down  criticism  of  that  kind  to  see  if  we  can  get 
specific  instances  of  corporations  moving  from  Wisconsin,  or  hav- 
ing failed  to  locate  in  Wisconsin  because  of  our  income  taxation. 
I  can  think  of  one  very  distinctly,  a  corporation  who  maintained 
that    it    did   move    out   of    the    state   because    of    income    taxation. 
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Rumors  of  other  corporations,  many  of  them  doing  business  greatly 
in  excess  of  that  one.  have  denied  that  they  have  removed  their 
offices  from  Wisconsin,  and  very  few  of  them  in  fact  have  removed 
manufacturing  facilities  from  Wisconsin  because  of  the  income-tax 
law  or  any  other  law. 

I  will  state,  although  I  haven't  the  statistics  here  to  support  it, 
that  Wisconsin  has  increased  more  industrially  than  any  of  its  sur- 
rounding states  except  Michigan,  in  the  last  decade. 

John  E.  Brindley  :  That  is  the  next  question  I  was  going  to  ask, 
if  data  would  show  it  had  increased  materially  there. 

John  II.  Leenhouts  (Wisconsin):  Might  I  add  that  in  mil- 
waukee  County  in  the  past  year  or  two  the  increased  capital  invest- 
ment is  something  like  $150,000,000  to  $160,000,000.  I  think  the 
bugaboo  has  long  ago  been  exploded  that  the  income  tax  has  driven 
any  people  out  of  the  state  or  any  business  out  of  the  state.  In  fact, 
I  know  of  some  instances  where  they  have  come  back  into  the  state. 

John  E.  Brindlkiy  (Iowa)  :  You  understand  the  spirit  in  which 
I  ask  the  question.  If  you  will  investigate  the  situation  in  a  great 
many  different  states,  even  far  distant  from  Wisconsin,  I  fancy  you 
will  discover  that  exact  charge  is  made.  Of  course,  Wisconsin  has 
had  experience  with  the  income  tax  for  so  many  years,  and  success- 
ful experience,  and  the  charge  is  made  all  over  the  country  that  that 
is  the  case;  and  I  was  just  asking  the  question  to  get  your  reactions. 

C.  W.  Gerstenberg:  I  have  often  heard  the  objection  made  to 
Wisconsin  that  the  non-secrecy  clause  is  the  bugbear  up  there.  It 
works  out  something  like  this:  You  have  got  to  report  all  of  your 
transactions  all  over  the  United  States  in  order  that  Wisconsin  may 
know  what  proportion  of  your  net  income  is  taxable  in  Wisconsin, 
and  then,  having  reported  that,  it  is  open  for  their  competitors  to 
investigate.  1  know  of  three  or  four  instances  where  mercantile 
companies  have  organized  subsidiaries  for  Wisconsin  in  order  that 
their  transactions  all  over  the  country  may  not  be  thrown  open  to 
the  gaze  of  others  through  the  avenue  of  Wisconsin.  Mr.  Ely 
would  call  that  a  psychological  objection. 

While  I  am  on  my  feet  I  am  wondering  if  Mr.  Thoresen  could 
tell  us  whether  the  United  States  Circuit  Court  of  Appeals  has  de- 
cided the  case  on  your  allocation  fraction. 

T.  H.  Thoresen  :  Xo,  they  have  not  as  yet  handed  down  a  de- 
cision. 

George  Vaughan  (Arkansas)  :  At  this  point  in  the  discussion  it 
might  be  well  to  report  the  experience  of  Arkansas  in  our  effort  to 
secure  an  income-tax  law  which  occurred  at  the  last  legislature. 
Governor  Martineau  was  stronglv  in   favor  of  an  income-tax  law. 
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and  a  bill  was  prepared  which  passed  the  various  committees,  passed 
the  House  by  a  very  large  majority  but  was  killed  in  the  Senate. 
The  present  governor  said  in  his  campaign  this  summer  he  would 
not  favor  an  income-tax  bill. 

Now,  in  my  opinion  there  is  an  overwhelming  sentiment,  even 
among  the  farmers,  for  an  income-tax  bill,  and  I  believe  sooner  or 
later  we  will  have  it  in  Arkansas,  although  it  is  predominantly  an 
agricultural  state.  The  income  tax  in  Mississippi,  as  I  was  told  by 
the  representative  of  Mississippi,  is  a  popular  tax. 

I  make  these  remarks  to  show  you  that  I  personally  have  great 
faith  in  the  future  of  the  income-tax  bill.  We  do  not  want  to  put 
it  in  a  state  where  it  does  not  apply,  but  I  agree  with  Graves  that  it 
should  not  be  put  into  a  state,  or  you  should  not  undertake  it,  until 
you  are  sure  public  sentiment  will  support  it.  I  believe  it  is  an  in- 
dispensable method  of  supporting  the  burden  of  taxation. 

Chairman  Kimball:  Before  the  discussion  proceeds  any  fur- 
ther, your  President  just  handed  me  a  copy  of  the  Tax  Digest.  It 
is  Xo.  9,  Volume  6.  September  issue,  and  in  that  appears  an  article 
on  the  history  of  the  National  Tax  Association,  by  Mr.  \'aughan. 
There  are  some  copies  of  that  available  in  the  lobby  outside,  and  if 
any  one  wants  a  copy  of  it  there  will  probably  be  enough  to  go 
around. 

I  also  placed  on  the  table  in  the  lobby  copies  of  the  income-tax 
laws  of  most  of  the  states.  I  hope  there  are  enough  there  for  every- 
body who  is  interested  in  having  one.  If  there  are  not  enough  there 
and  anybody  cares  for  them  and  cannot  get  them,  let  me  know  and 
I  will  be  glad  to  have  them  supplied  after  I  return  home. 

Any  further  discussion?  If  not,  the  Conference  will  stand  ad- 
journed. 

f  Adjournment) 


NINTH  SESSION 

Thuksuav.  August  30,  1928.     8:00  o'clock  P.  M. 

Chairman  Lutz  :  Tlie  program  for  the  evening  is  devoted  to 
various  aspects  of  estate  and  inheritance  taxes.  The  first  part  of 
the  program  is  devoted  to  a  further  report  from  Senator  Edmonds' 
Committee  on  Reciprocity  in  Inheritance  Taxation.  I  will  ask  Sen- 
ator Edmonds  at  this  time  to  give  the  report  of  the  committee,  and 
1  win  he  very  glad  to  introduce  him  for  that  purpose. 

RECIPROCITY   I\   IXIIERITAXCE  TAXATION 
Report  of  Committki:  of  tiif  Xatioxal  Tax  Association 

FKAXKI.IX    S.   F.OMOXDS,   CHAIRMAN 

Mr.  President.  Ladies  and  Gentlemen :  The  term  "  Reciprocity 
in  Inheritance  Taxation  "  is  applied  to  tlie  cooperative  movement 
between  the  states  whereby  through  legislative  enactment  a  state 
declares  that  it  will  not  ta.x  the  stocks  and  bonds,  the  intangible 
])ersonal  property,  of  non-resident  decedents  of  those  states  which 
reciprocally  will  not  tax  the  stocks  and  l)onds,  the  intangible  ])er- 
sonal  property,  of  decedents  of  the  enacting  state.  The  idea  is  a 
child  of  the  National  Tax  Association. 

In  1925,  at  the  New  Orleans  Convention,  the  National  Com- 
mittee on  Estate  and  Inheritance  Taxation  presented  a  forma!  report 
to  the  National  Conference  on  Estate  and  Inheritance  Taxation,  in 
which  it  directed  attention  to  the  great  evil  wliich  had  come  about 
through  the  multi])lication  of  taxes  on  the  intangibles  of  non- 
resident decedents,  thereby  leading  to  such  a  situation  that  the  same 
asset  might  not  only  be  taxed  by  the  federal  government  under  its 
estate  tax,  by  the  state  of  the  residence  of  the  decedent,  as  the  state 
of  domicile,  but  also  by  any  other  .state  that  could  obtain  taxable 
jurisdiction  over  the  assets. 

In  that  report,  with  which  the  members  of  the  conference  will  be 
familiar,  the  ninth  and  tenth  propositions  which  were  then  endorsed 
by  the  National  Tax  Association  were  stated  as  follows : 

Multiple  taxation  of  the  same  property  by  states  should  be  a])an- 
doned. 

Intangible  per.sonal  proi)erty  should  ])e  taxed  only  l)y  the  state  of 
domicile  of  the  decedent. 

Prior  to  the  presentation  of  this  report,  four  states,  New  York, 
Pennsylvania.  Connecticut  and  Massachusetts,  had  enacted  reciproc- 
ity statutes  whereby  they  had  agreed  that  they  would  not  tax  any 
stocks  and  bonds  of  non-resident  decedents  over  which  they  might 
have  taxable  jurisdiction,  provided  the  .state  of  the  domicile  of  the 
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decedent  would  reciprocally  not  tax  the  estates  of  the  enacting 
states. 

As  a  result  of  the  success  of  the  inauguration  of  the  reciprocity 
movement,  this  Association  two  years  ago  authorized  the  appoint- 
ment of  a  committee  on  the  subject.  That  committee  submitted  its 
first  report  at  the  Toronto  Conference  last  year,  and  the  second 
report  is  submitted  tonight. 

The  first  report  showed  that  in  1925  there  was  reciprocity  between 
twelve  states,  the  four  states  that  I  have  just  named  that  had  en- 
acted reciprocity,  and  four  states  which  did  not  tax  the  intangible 
personal  property  of  non-resident  decedents,  and  four  states  which 
had  no  inheritance  taxes  whatever.  In  1926  the  State  of  New  Jersey 
was  added  to  the  number  through  its  repeal  of  all  taxation  on  the 
intangibles  of  non-resident  decedents.  In  1927  we  reported  that 
eleven  states  had  come  into  the  movement  by  various  enactments. 
For  the  list  of  the  eleven  I  will  refer  you  to  the  report  which  is 
printed  in  the  proceedings. 

This  year,  in  1928,  fewer  legislatures  have  been  in  session,  and 
consequently  the  report  cannot  be  as  full  or  as  elaborate  as  was  the 
report  last  year.  As  a  result,  however,  of  our  visit  to  Toronto,  we 
take  very  great  pleasure  in  announcing  that  the  Province  of  On- 
tario of  the  Dominion  of  Canada  has  enacted  reciprocity,  not  only 
for  the  other  Provinces  of  the  Dominion,  but  also  for  the  States  of 
the  United  States,  which  will  accept  its  provision.  We  regard  that 
cooperation  with  Ontario  as  a  direct  result  of  the  Toronto  Con- 
vention. 

Ontario,  by  act  of  its  legislative  assembly,  assented  to  on  April  3, 
1928,  enacted  the  model  reciprocal  provision  of  the  National  Com- 
mittee on  Inheritance  Taxation,  modified  as  suggested  in  the  report 
of  this  committee  to  the  1927  Conference  of  the  National  Tax 
Association. 

The  provision  of  the  act  to  the  effect  that  any  tax  imposed  under 
the  United  States  Revenue  Act  shall  not  be  considered  a  ransfer 
tax,  death  tax,  or  succession  duty  in  respect  of  personal  property  of 
residents  of  Ontario  was  necessary  to  make  reciprocity  effectiA^e 
with  the  several  States  of  the  United  States,  because  of  the  failure 
of  Congress  to  include  a  reciprocal  provision  in  the  United  States 
Revenue  Act.  In  other  words,  the  acceptance  of  reciprocity  with 
Ontario  has  been  made  by  the  following  jurisdictions:  Alabama, 
Connecticut,  Georgia,  Florida,  Maryland,  Massachusetts,  New 
Hampshire,  New  Jersey,  Ohio,  Oregon,  Pennsylvania,  Nevada, 
Rhode  Island,  Tennessee  and  the  District  of  Columbia.  As  a  matter 
of  course,  reciprocal  relationships  will  also  exist  with  the  States  of 
Colorado,  Delaware  and  \'ermont,  which  do  not  impose  any  death 
tax  upon  intangible  property  of  non-resident  decedents.  Of  the  re- 
maining reciprocal   States,   some  may  still   accept  reciprocity  with 
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Ontario,  whereas  in  others  additional  legislation  will  be  necessary 
because  the  original  reciprocity  statutes  of  such  states  were  not 
broad  enough  to  cover  jurisdictions  outside  of  the  United  States. 
It  is  anticipated  that  legislation  will  be  forthcoming  as  soon  as  the 
matter  may  be  presented  to  the  various  legislative  bodies. 

In  New  York,  as  set  forth  in  the  report  of  this  committee  for 
1927,  the  provisions  for  reciprocity  were  invalidated  by  reason  of 
the  decision  of  the  Court  of  Appeals  (New  York)  in  the  case  of 
Smith  v.  Loughmun,  ct  al.,  August.  1927,  but  by  Chapter  330  of  the 
Laws  of  1928.  effective  March  12.  1928.  said  provisions  were  restored 
and  made  retroactive  to  their  original  effective  date,  namely,  July  1, 
1925,  provision  being  also  made  for  the  refunding  of  any  death 
taxes  theretofore  collected  upon  estates  of  non-resident  decedents 
entitled  to  exemption  from  tax  under  said  retroactive  reciprocity 
provisions,  with  the  proviso  that  such  refunds  should  not  be  made 
in  the  case  of  estates  of  decedents  which  otherwise  would  be  en- 
titled to  reciprocal  exemptions,  if  the  state  of  residence  of  such 
decedent  should  assess  a  tax  against  the  estates  of  decedents  resident 
of  New  York  State  dying  during  the  period  in  which  the  law  of  the 
state  of  residence  contained  a  reciprocal  provision,  or,  having  col- 
lected taxes  upon  estates  of  decedents  resident  of  New  York  State, 
dying  during  said  period,  should  not  make  provision  for  the  re- 
funding of  the  same. 

Under  this  law  reciprocal  relations  were  reinstated  as  of  July  1. 
1925  with  the  states  of  Alabama.  Florida  and  Nevada,  which  do  not 
impose  death  taxes,  and  with  Rhode  Island.  Tennessee.  V'ermont 
and  the  District  of  Columbia,  which  do  not  tax  intangible  personal 
property  of  non-resident  decedents;  and  the  refunds  have  been 
made  of  taxes  collected  upon  estates  of  decedents  dying  on  or  after 
July  1,  1925  who  were  residents  of  such  states. 

Reciprocal  relations  were  also  reinstated  with  the  following  states 
which  do  not  tax  the  intangible  personal  property  of  non-resident 
decedents  but  as  of  dates  which  follow  the  names  of  the  states: 

New  Jersey,  July  1.  1926. 
Delaware,  April  25,  1927. 
Colorado.  July  4.  1927. 

Refunds  have  also  been  made  in  proper  cases  of  estates  of  dece- 
dents dying  resident  of  these  states.  The  dates  following  the  names 
of  the  states  are  the  dates  on  which  said  states  enacted  laws  exempt- 
ing the  intangible  per.sonal  property  of  non-resident  decedents  from 
death  taxes.  Retroactive  reciprocity  has  also  been  recognized  by 
the  following  states  as  of  the  dates  set  opposite  their  names,  by 
virtue  of  the  refunding  by  said  states  of  taxes  collected  from  estates 
of  New  York  decedents  contrary  to  the  reciprocity  principle  as 
retroactively  applied.  New  York  making  like  refunds  of  taxes  col- 
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lected  from  the  estates  of  decedents  who  were  residents  of  such 
r.tates,  namely: 

California  as  of  July  29,  1927. 

Connecticut  as  of  July  1,  1925. 

Georgia  as  of  July  1,  1925. 

]\Iassachusetts  as  of  December  1,  1925. 

New  Hampshire  as  of  March  9,  1927. 

Oregon  as  of  May  28,  1927. 

It  should  perhaps  be  noted  that  Massachusetts  had  a  reciprocal 
law  from  December  1,  1925  to  December  1,  1926,  and  thereafter 
has  not  imposed  a  death  tax  on  the  intangible  personal  property  of 
non-resident  decedents.  Also,  Georgia  did  not  tax  intangible  per- 
sonal property  of  non-resident  decedents  dying  during  the  period 
between  July  1,  1925  and  August  20,  1927,  although  on  the  latter 
date  a  fiat-rate  tax  was  imposed  upon  certain  classes  of  intangible 
personal  property  of  non-resident  decedents. 

The  states  which  thus  far  have  not  agreed  to  retroactive  reciproc- 
ity with  New  York  are  Maryland.  Ohio  and  Pennsylvania.  Of 
course,  in  all  of  these  cases  the  reciprocity  applies  from  March  12. 
1928.  It  is  only  the  retroactive  reciprocity  which  is  in  trouble. 
Failure  to  agree  has  been  due  to  the  fact  that  the  present  laws  of 
such  states  do  not  authorize  the  taxing  authorities  to  take  the 
necessary  action.  It  is  probable  that  in  some  if  not  all  of  said 
states  the  next  legislature  will  pass  acts  which  will  make  retroactive 
reciprocit>'  with  New  York  possible.  At  the  present  time  reciprocal 
relations  exist  with  said  states  dating  from  ]\Iarch  12,  1928,  the  date 
on  which  Chapter  330,  Laws  of  1928  of  New  York  State,  became 
effective. 

Mississippi  enacted  a  reciprocal  provision  effective  April  23,  1928, 
reading  as  follows : 

'■  In  the  case  of  the  intangible  property  owned  by  non- 
residents of  the  State  of  Mississippi,  such  property  shall  be 
exempted  from  the  provisions  of  Chapter  134,  of  the  Laws  of 
1924.  and  amendments  thereto,  provided  the  laws  of  the  State 
of  the  domicile  of  such  non-resident  decedent  exempts  from  the 
provision  of  state  inheritance  taxes  the  intangible  property  of 
a  resident  of  the  State  of  Mississippi,  when  located  in  such 
state." 

A  question  at  once  arose  as  to  whether  the  Mississippi  legislature, 
by  the  use  of  the  term  "  intangible  property  "  intended  to  include 
intangible  real  property.  If  this  was  the  intention  there  could,  of 
course,  be  no  reciprocity  with  any  jurisdiction  which  imposed  a  tax 
on  real  property  of  non-resident  decedents.  The  question  was  sub- 
mitted to  the  attorney  general  of  Mississippi,  who  rendered  an 
opinion  to  the  eft'ect  that  the  said  term  was  to  be  interpreted  to  mean 
31 
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intangible  personal  property;  and  the  State  Tax  Commission  of  Mis- 
sissippi followed  with  an  announcement  to  the  effect  that  it  would 
be  governed  by  this  opinion.  The  result  was  to  remove  any  doubt 
which  may  have  existed,  and  Mississippi  takes  its  place  in  the  list 
of  reciprocal  jurisdictions. 

Virginia  will  join  the  reciprocal  group  on  January  1,  1929,  by 
virtue  of  the  provisions  of  Chapter  9  of  its  Tax  Code,  enacted  in 
1928,  which  are  as  follows : 

"  The  taxes  imposed  by  this  chapter  shall  not  apply  to  the 
property  of  any  non-resident  decedent  dying  on  or  after  the  first 
day  of  January,  1929,  except  the  real  estate  and  tangible  per- 
sonal property  of  such  non-resident  decedent  located  in  this 
state;  nor  to  any  transfer  made  on  or  after  the  first  day  of 
January,  1929  by  a  non-resident  on  contemplation  of  death,  or 
made  or  intended  to  take  possession  in  enjoyment  on  and  after 
the  death  of  the  grantor  or  donor,  excepting  the  transfer  of 
real  estate  or  tangible  personal  property  located  in  this  state. 
In  so  far  as  this  chapter  relates  to  the  real  estate  and  tangible 
personal  property  of  non-residents,  it  shall  continue  in  force 
until  otherwise  provided  by  law." 

Although  not  enacted  in  1928,  Chapter  231  of  the  Public  Laws  of 
Maine,  of  1927,  approved  April  16,  1927,  became  effective  on  July 
2,  1928,  and  Maine  became  entitled  to  membership  in  the  reciprocal 
group  on  that  date,  reciprocity  applying  as  to  decedents  of  Maine 
and  the  other  reciprocal  states  dying  on  or  after  the  effective  date 
aforesaid. 

To  summarize,  then,  the  progress  thus  far,  there  are  thirteen 
states — twelve  states  of  the  United  States  and  one  province  of  the 
Dominion  of  Canada — which,  by  legislation,  have  provided  for  reci- 
procity. There  are  eight  states  of  the  United  States  which  entirely 
exempt  from  inheritance  taxation  the  intangible  personal  property 
of  non-resident  decedents.  There  are  four  jurisdictions  in  the 
United  States  w'hich  do  not  have  inheritance  taxes.  That  makes  a 
total  of  twenty-five  between  whom  the  reciprocal  arrangement 
exists :  First,  the  states  which  have  provided  for  reciprocity  in  in- 
heritance taxation:  Connecticut,  California,  Georgia,  Illinois, 
Maine,  Maryland,  Mississippi,  New  Hampshire,  New  York,  Ohio, 
Oregon,  Pennsylvania  and  the  Province  of  Ontario;  second,  the 
states  which  entirely  exempt  from  inheritance  taxation  the  intan- 
gible personal  property  of  non-resident  decedents :  Colorado,  Dela- 
ware, Massachusetts,  New  Jersey,  Rhode  Island,  Tennessee,  Ver- 
mont, Virginia ;  then  the  states  which  do  not  have  inheritance  taxes : 
Alabama,  Florida,  Nevada,  and  the  District  of  Columbia.  Twenty- 
five  jurisdictions  are  now  associated  in  the  reciprocity  movement, 
embracing  pretty  nearly  seventy  per  cent  of  the  population  of  the 
United  States,  and  probably  quite  seventy  per  cent  of  the  wealth  of 
the  United  States. 
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There  are  still  twenty-five  jurisdictions  to  whom  we  appeal.  In 
other  words,  the  job  is  half  done.  There  are  still  twenty-five  states 
of  the  Union  which  would  be  welcomed  into  the  reciprocal  move- 
ment upon  appropriate  legislative  enactment.  I  will  read  the  names : 
Arkansas,  Arizona,  Idaho,  Indiana,  Iowa.  Kansas,  Kentucky,  Louis- 
iana, Michigan,  Minnesota,  Missouri,  Montana,  Nebraska,  New 
Mexico,  North  Carolina,  North  Dakota,  Oklahoma,  South  Carolina, 
South  Dakota,  Texas,  Utah,  Washington,  West  Virginia,  Wisconsin, 
Wyoming.  Several  of  these  states  would  need  but  a  very  slight 
change  in  their  inheritance-tax  law  in  order  to  entitle  them  to  the 
full  benefit  of  reciprocity.  For  instance,  Nebraska  is  in  the  same 
situation  as  was  the  state  of  Delaware  down  to  its  former  reciprocal 
statute  in  1927;  that  is  to  say,  Nebraska  does  not  ordinarily  tax  the 
stocks  and  bonds  of  non-resident  decedents  unless  the  decedent  also 
owns  realty  in  the  state,  thereby  compelling  a  report  on  the  per- 
sonal property  of  which  the  state  may  have  taxable  jurisdiction. 
Nebraska  could  join  us.  and  other  states  could  join  with  very  little 
sacrifice  of  revenue  to  themselves  and  with  very  little  change  in 
their  existing  laws. 

I  report,  then,  first  on  the  progress  that  has  been  made. 

I  want,  second,  to  direct  your  attention  to  some  very  interesting 
items  showing  the  way  in  which  this  idea  of  reciprocity  is  meeting 
with  public  approval.  I  have  in  my  hand  the  epoch-making  message 
of  Governor  Byrd.  a  noble  son  of  a  noble  family,  to  the  General 
Assembly  of  Virginia;  and  in  his  recommendations  concerning 
taxes  he  makes  use  of  this  sentence : 

"  Repeal  of  non-resident  transfer  inheritance  tax  of  2  per 
cent  on  stock  in  Virginia  corporations.  This  tax  is  a  direct 
barrier  to  the  investment  of  foreign  capital  in  Virginia.'" 

Again,  to  the  taxpayers  it  represented  a  loss  to  the  treasury  of 
$315,000.  Governor  Byrd  was  willing  to  have  the  treasury  accept 
that  loss  in  order  that  Virginia  might  strike  down  the  barrier  to  the 
investment  of  foreign  capital  in  Virginia. 

The  Chamber  of  Commerce  of  the  United  States  of  America  in 
October,  1926  submitted  this  question  to  all  of  the  constituent  mem- 
bers:  Subject  to  reciprocity  by  other  states,  each  state  which  now 
taxes  the  transfer  of  intangible  personal  property  of  non-resident 
decedents  should  abandon  this  practice  and  exempt  such  property 
from  taxation  under  its  inheritance-tax  laws.  The  constituent  mem- 
bers of  the  Chamber  of  Commerce  of  the  United  States  were  asked 
to  vote  yes  or  no  on  this  proposition.  The  affirmative  vote  was 
2290  chambers  of  commerce;  the  negative  vote  was  100;  and  as  a 
result  at  a  meeting  of  the  Chamber  of  Comm.erce  of  the  United 
States  of  America,  in  May,  1928,  the  following  resolution  was 
adopted  without  a  dissenting  vote : 


484  XAIIONAI.    TAX  ASSOCIATION 

"  Inheritance  taxation  from  an  interstate  standpoint  is  in  a 
confused  and  chaotic  condition.  In  addition  to  excessive  delays 
and  annoyances,  there  is  multiple  taxation  which  at  times  ap- 
proaches confiscation.  The  greatest  difficulty  from  an  inter- 
state standpoint  now  lies  in  the  taxation  of  intangible  personal 
property  of  non-resident  decedents.  The  successful  efforts  of 
several  of  the  states  to  remove  this  inequitable  feature  by  ex- 
empting such  intangible  personal  property  from  taxation,  either 
on  a  reciprocal  or  non-reciprocal  basis,  is  highly  commendable, 
and  the  earnest  wish  is  expressed  that  the  other  states  which 
have  not  yet  enacted  this  highly  desirable  reform  into  law  will 
do  so  at  the  earliest  opportunity." 

A  few  months  ago  at  the  meeting  of  the  Investment  Bankers 
Association  of  America  a  series  of  resolutions  were  adopted  of 
which  I  will  read  merely  one  or  two : 

*■  The  Investment  Bankers  Association  of  America  reaffirm 
the  conclusion  expressed  at  the  1926  convention,  that  the  taxa- 
tion by  the  various  states  of  the  intangible  (stocks  and  bonds) 
personal  property  of  non-resident  decedents  is  unjust,  inequi- 
table and  uneconomic,  and  that  it  leads  to  the  taxation  of  the 
same  assets  by  several  different  jurisdictions,  thereby  adding  to 
the  cost  of  the  administration  of  estates  and  interfering  with 
the  free  flow  of  capital : 

"  Resolved,  That  we  record  with  gratification  the  extension 
of  the  idea  of  reciprocity  between  the  states  whereby  twenty- 
one  states — this  resolution  says,  now  twentj'-three  as  well  as  the 
Province  of  Ontario  —  and  the  District  of  Columbia  are  now 
associated  together  in  an  informal  agreement  exempting  from 
the  operation  of  their  tax  laws  on  non-resident  decedents  the 
intangible  assets  of  the  estates  of  the  non-residents  of  those 
states  which  reciprocally  will  grant  the  same  exemption. 

"  Resolved,  further,  we  urge  upon  the  members  of  this  asso- 
ciation vigorous  efforts  to  secure  the  enactment  of  similar 
reciprocity  laws  in  every  state  of  the  Union  which  has  not 
already  accepted  this  policy." 

The  question  then  arises,  with  the  excellent  start  of  this  movement 
and  the  progress  which  has  taken  place  thus  far,  how  big  a  question 
is  it  to  the  people  of  the  United  States?  The  committee  has  been 
interested  during  the  past  year  in  endeavoring  to  collect  informa- 
tion as  to  the  number  of  owners  of  securities  that  there  are  in  the 
United  States.  We  know  very  well  that  there  are  many  who  hold 
a  small  number  of  securities;  and  the  expense  of  administering  the 
estates  falls  as  a  heavier  burden  upon  the  small  estates  than  it  does 
uj)on  the  larger  estates.  Various  figures  have  been  given  as  to 
the  number  of  security  holders.  Joseph  S.  McCoy,  the  actuary  of 
the  Treasury  Department,  from  a  study  of  the  income-tax  returns 
reached  a  conclusion  that  there  were  2,750,000  individuals  repre- 
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sented  in  the  returns  filed  in  his  department.  William  C.  Ripley, 
whose  article  in  the  Atlantic  Monthly  recently  attracted  a  great  deal 
of  attention,  has  recently  estimated  that  there  are  from  15,000,000 
to  20,000,000  owners  of  securities.  Stone,  Webster  &  Blodgett,  the 
well-known  engineers,  whose  opportunity  for  obtaining  great  infor- 
mation is  probably  unquestioned,  commissioned  their  economist,  Mr. 
David  Friday,  who  has  frequently  spoken  before  this  association, 
to  make  an  investigation  for  them,  and  Mr.  Friday  concluded  that 
in  1913  one  American  out  of  190  owned  securities,  whereas  in  1928 
one  out  of  eight,  or  15,000,000.  owned  securities.  Accepting  Mr. 
Friday's  figures,  which  have  been  published  with  the  authority  of 
Stone,  Webster  &  Blodgett  back  of  them,  it  becomes  at  once  ap- 
parent that  this  is  not  a  question  in  which  special  consideration  is 
being  asked  for  the  few;  it  is,  rather,  one  of  those  cases  in  which 
the  mass  of  people  themselves  are  involved. 

Now,  during  the  course  of  this  coming  year  the  committee,  if 
continued  by  this  association,  will  devote  itself  to  a  campaign  of 
education.  It  will  be  very  glad  to  cooperate  with  the  tax  commis- 
sions of  the  twenty-five  states  that  have  not  yet  joined  the  move- 
ment. We  will  be  very  glad,  indeed,  to  aid  in  any  question  relating 
to  the  drafting  of  the  reciprocal  statute  or  the  definitions  that  it 
may  involve. 

I  make  acknowledgment  on  behalf  of  the  committee  of  the  very 
great  assistance  we  have  received  from  Seth  T.  Cole,  of  the  New 
York  State  Tax  Commission,  who  has  drafted  a  number  of  pro- 
visions which  are  involved  in  our  recommendations  to  this  asso- 
ciation. 

We  would  like  to  have  each  of  the  twenty-five  states  not  yet  in- 
cluded in  the  group  consider  the  question  at  the  legislative  sessions 
next  year  as  to  whether  this  movement  is  not  worth  while.  If  they 
then  should  decide  to  come  into  the  reciprocal  movement  either  on 
one  basis  or  the  other,  the  effect  of  universal  reciprocity  will  be 
that  duplicate  or  multiple  taxation  on  the  stocks  and  bonds  of  non- 
resident decedents  will  then  be  a  thing  of  the  past  so  far  as  the 
United  States  is  concerned. 

One  further  thought  and  I  am  done.  This,  to  my  mind,  is  one 
of  the  reforms  in  the  taxing  system  which  is  proceeding  along  right 
lines.  It  is  proceeding  through  the  voluntary  action  of  the  states 
themselves.  There  has  been  no  pressure  from  any  outside  public 
body,  nor  is  there  any  pressure  exerted  from  any  other  government. 
It  is  simply  stated  as  a  question  of  reason,  as  to  whether  or  not  it  is 
not  fair  that  the  men  and  the  women  who  put  their  savings  in 
securities  should  not  be  made  subject  to  taxation  by  too  many  juris- 
dictions at  the  time,  when,  under  their  will,  those  securities  pass  to 
another. 
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From  this  point  of  view  we  hail  this  movement  as  a  movement  in 
which  the  states  themselves  are  cleaning  house;  and  we  ask  for 
your  cooperation  in  order  that  eventually  the  work  may  be  com- 
pletely accomplished,  and  the  forty-eight  states,  as  well  as  our 
brethren  in  Canada,  rejoice  together  in  ending  a  pernicious  condi- 
tion in  our  taxing  system. 

EXHIUIT   A 

IMouEL  Succession  Tax  Reciprocal  Exemption  Provision,  as 
Approved  by  the  National  Tax  Association  in  1927 

The  tax  imposed  by  this  act  in  respect  of  personal  property  (ex- 
cept tangible  personal  property  having  an  actual  situs  in  this  state) 
shall  not  be  payable  (a)  if  the  transferror  at  the  time  of  his  death 
was  a  resident  of  a  state  or  territory  of  the  United  States,  or  of 
any  foreign  country,  which  at  the  time  of  his  death  did  not  impose 
a  transfer  tax  or  death  tax  of  any  character  in  respect  of  property 
of  residents  of  this  state  (except  tangible  personal  property  having 
an  actual  situs  in  such  state  or  territory  or  foreign  country),  or, 
(b)  if  the  laws  of  the  state,  territory  or  country  of  residence  of  the 
transferror  at  the  time  of  his  death  contained  a  reciprocal  exemp- 
tion provision  under  which  non-residents  were  exempted  from 
transfer  taxes  or  death  taxes  of  every  character  in  respect  of  per- 
sonal property  ( except  tangible  personal  property  having  an  actual 
situs  therein),  provided  the  state,  territory  or  country  of  residence 
of  such  non-residents  allowed  a  similar  exemption  to  residents  of 
the  state,  territory  or  country  of  residence  of  such  transferror.  For 
the  purposes  of  this  section  the  District  of  Columbia  and  possessions 
of  the  United  States  shall  be  considered  territories  of  the  United 
States. 

The  terms  ""  foreign  country  "  and  "  country  "  as  used  herein 
shall  mean  both  any  foreign  country  and  any  political  subdivision 
thereof,  and  either  of  them  of  which  the  transferror  was  domiciled 
therein  at  the  time  of  his  death. 

For  the  purposes  of  this  section,  intangible  personal  property 
means  incorporeal  property,  including  money,  deposits  in  banks, 
mortgages,  debts,  receivables,  shares  of  stock,  bonds,  notes,  credits, 
evidences  of  an  interest  in  property  and  evidences  of  debt. 

R.  H.  Berry 
C.  C.  Bolton 
Mark  Graves 
H.  F.  Long 
R.  L.  Riley 
W.  G.  RowE 
J.  L.  Sayler 
J.  T.  White 
F.  S.  Edmonds,  Chairman 
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Chairman  Lutz:  I  am  sure  we  are  all  very  grateful  to  Senator 
Edmonds  for  this  cheering  report  of  progress.  We  are  sometimes 
disposed  to  say  that  we  never  get  anywhere  in  taxation.  Tax  re- 
form is  very  slow  coming.  Sometimes  when  we  are  feeling  that 
way,  I  think  it  would  be  a  good  thing  to  get  out  this  particular 
volume  of  proceedings  and  read  Senator  Edmonds'  report  again, 
and  remember  that  somewhere  the  sun  is  shining  and  that  in  some 
directions,  at  any  rate,  we  are  making  headway. 

C.  P.  Link  (Colorado)  :  Mr.  President,  this  committee  is  cer- 
tainly doing  a  wonderful  work.  I  move  you  a  vote  of  thanks  to 
them  and  that  the  committee  be  continued  in  the  splendid  service. 

Chairman  Lutz:  I  wonder  if  that  is  perhaps  not  appropriately 
a  matter  for  the  resolutions  committee  to  take  care  of. 

Mr.  William  Bailey  (Utah)  :  The  resolutions  committee  has 
that  in  mind. 

Chairman  Lutz:  If  you  do  not  object  to  withdrawing  the  mo- 
tion at  this  time,  we  will  not  deal  with  it. 

(  Motion  withdrawn ) 

Chairman  Lutz:  Before  proceeding  to  the  general  subject  it 
would  be  of  interest  to  hear  the  other  addresses  that  have  been 
scheduled  for  the  general  subject  of  inheritance  taxation.  The 
heading  that  is  given  to  this  part  of  the  program  is  "  The  Estate 
Tax  or  the  Share  Tax."  We  shall  learn,  I  trust,  in  the  course  of 
that  discussion,  just  what  is  meant  by  an  estate  tax  and  a  share  tax, 
and  what  the  differences  are,  and  compare  the  advantages  or  dis- 
advantages of  each. 

Mr.  Mark  Graves,  a  member  of  the  State  Tax  Commission  of 
New  York,  will  discuss  the  subject  from  the  standpoint  of  the 
estate  tax.     I  am  very  glad  to  introduce  Mr.  Graves. 

Mark  Graves  (New  York)  :  Mr.  Chairman,  Ladies  and  Gentle- 
men :  Probably  many  of  you  regret  to  see  me  twice  on  this  platform 
in  a  single  day.  If  you  do,  it  may  be  some  consolation  to  know  that 
I  regret  it  just  as  much  as  you  do. 

This  subject  of  inheritance  or  death  taxation  is  a  big  and  broad 
one.  The  Senator  has  told  you  of  the  progress  that  has  been  made 
in  certain  directions.  I  recalled,  as  I  heard  him  talk,  that  eight 
years  ago,  when  I  attended  my  first  National  Tax  Association  meet- 
ing, multiple  and  all  kinds  of  complicated  inheritance  taxation  was 
one  of  the  subjects  then  under  discussion. 

It  is  a  pleasure  to  know  that  after  eight  years  some  progress  has 
been  made  in  the  solution  of  that  problem. 

In  death  taxation — I  will  use  that  as  a  term  including  all  forms 
of  inheritance  and  estate  taxation  —  we  have  two  main  kinds  of 
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taxes.  We  have  the  share-tax  plan,  by  which  is  meant  a  tax  im- 
posed upon  the  individual  shares  inherited  or  received  upon  the 
death  of  a  decedent.  We  have,  on  the  other  side,  the  so-called 
estate-tax  plan.  There  the  tax  is  imposed  on  the  entire  estate  with- 
out regard  to  who  inherits  it  or  the  amount  of  each  inheritance. 

The  share-tax  plan  is  justified  for  a  variety  of  reasons  on  a  vari- 
ety of  grounds,  perhaps  the  most  important  of  which  is  the  acci- 
dental income  theory.  It  is  thought  by  the  proponents  of  that  form 
of  taxation — and  I  admit  that  I  believe  in  it — that  when  a  person 
inherits  a  sum  of  money,  that  receives  some  accidental  income,  their 
ability  to  pay  has  been  increased,  and  therefore  it  is  no  hardship 
for  the  state  to  step  in  and  take  some  reasonable  amount  out  of  that 
inheritance.  On  the  estate  end  of  it  we  justify  it  perhaps  for  other 
reasons,  and  I  shall  not  undertake  to  name  them  all,  but  among  them 
are  these:  That  a  man  during  his  lifetime  has  accumulated  a  con- 
siderable portion  or  has  received  one  which  he  is  now  transmitting, 
that  the  government,  the  state,  has  been  a  silent  partner  all  the  time 
with  him,  else  this  fortune  could  not  have  been  accumulated,  or, 
having  been  accumulated,  could  not  have  been  preserved,  and  there- 
fore at  the  instant  of  death  it  will  step  in  and  take  some  reasonable 
part  of  it  for  the  public  use.  Or,,  they  justify  it  on  still  another 
reason,  that  in  the  accumulation  of  a  large  fortune,  under  all  of  the 
advantages  which  our  government  affords,  the  man  has  not  made 
the  yearly  contributions  for  the  support  of  government  which  he 
should,  and  therefore  this  is  in  the  nature  of  a  back  tax  which  is 
being  collected  of  him. 

I  am  not  here  to  talk  about  the  theories  of  death  taxation.  I  am 
here  to  represent  to  you  the  advantages,  as  I  see  them,  of  the  estate- 
tax  plan  where  we  tax  the  estate  as  an  entirety  as  distinguished  from 
the  share-tax  plan. 

Frankness  impels  me  to  tell  you  that  I  do  not  consider  this  one  of 
the  most  important  problems  in  taxation  which  confronts  the  gov- 
ernment. The  federal  government  uses  the  estate-tax  method. 
Some  few  of  the  states  also  employ  it.  In  the  main,  American  states 
have  used  the  share-tax  plan,  the  one  which  taxes  the  individual 
shares,  received  or  inherited.  Just  because  we  started  out  with  the 
share-tax  plan  does  not  prove  to  me  that  it  is  of  necessity  the  best 
one  or  the  better  one  of  the  two.  Times  change,  styles  change. 
Styles  in  taxation  change  not  perhaps  as  rapidly  as  styles  in  ladies' 
hats,  but  nevertheless  styles  change. 

While  I  am  on  this  subject  may  I  not  draw  your  attention  to  how 
times  are  changing,  because  this  has  its  tax  implications,  too.  Ninety- 
nine  years  ago  we  had  no  railroads  in  this  country;  no  person  had 
ever  ridden  on  a  railroad  train.  Out  in  Lancaster.  Ohio,  application 
was  made  to  the  school  board  for  permission  to  use  the  schoolhouse 
m   which  to  debate  the  practicability  of  railroads  and  telegraphs. 
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The  school  board,  which  was  an  average  school  board  and  probably 
as  intelligent,  according  to  those  times,  as  most  school  boards  are 
today,  met  in  solemn  session  and  considered  this  request.  They 
passed  a  resolution  something  to  this  effect,  that  they  were  perfectly 
willing  to  have  the  schoolhouse  used  to  debate  any  proper  subject, 
but  that  railroads  and  telegraphs  were  rank  impossibilities;  that  if 
the  Divine  Being  had  ever  intended  that  his  human  mortal  should 
travel  at  the  frightful  rate  of  fifteen  miles  an  hour  by  steam,  he 
would  have  foretold  it  in  the  Holy  Scriptures  or  through  his  holy 
prophets;  that  railroads  and  telegraphs  were  inventions  of  the  devil, 
designed  to  drag  immortal  souls  down  to  hell. 

Along  in  1845  or  thereabouts  the  first  bathtub  was  installed  in  an 
American  home.  It  w^as  the  home  of  a  wealthy  manufacturer,  also 
in  the  State  of  Ohio.  The  medical  men  of  the  day  became  very 
excited  about  the  use  of  bathtubs.  They  thought  it  might  be  detri- 
mental to  the  public  health  to  have  too  frequent  bathing.  If  you 
will  read  the  medical  journals  of  that  day,  you  will  find  that  some 
doctors  wrote  in  favor  of  it  and  some  against  it.  The  State  of  Vir- 
ginia became  so  excited  about  it  that  they  passed  a  law  imposing  an 
annual  tax  of  thirty  dollars  a  year  on  every  bathtub  installed  in  the 
State  of  Virginia.  Even  over  in  Henry  Long's  good  old  conserva- 
tive City  of  Boston  they  became  concerned  about  that  matter.  They 
passed  an  ordinance  over  there  prohibiting  people  from  bathing  in 
their  bathtubs  except  upon  order  of  their  physician. 

Down  in  Senator  Edmonds'  City  of  Philadelphia  they  took  a  dif- 
ferent slant.  They  thought  bathing  in  the  winter  would  be  more 
dangerous  than  bathing  in  the  summer,  so  they  introduced  an  ordi- 
nance down  there  prohibiting  bathing  in  bathtubs  in  private  homes 
between  the  first  day  of  November  and  the  first  day  of  April. 

Senator  Edmonds  :  Now  tell  us  about  New  York. 

Mark  Graves  (continuing)  :  I  want  to  say  in  justification  of 
Philadelphia  that  ordinance  was  defeated  by  two  votes  of  the  com- 
mon council  of  that  city.  The  Senator  wants  to  know  about  New 
York.     New  York  is  now  and  always  has  been  a  wet  state. 

I  think  perhaps  I  am  drifting  away,  but  they  called  me  away 
from  my  dinner  to  come  down  here,  and  I  fear  that  I  got  into  the 
vein  of  an  after-dinner  speech ;  so  I  will  get  back  to  the  share  tax 
and  estate  tax. 

I  believe  after  a  rather  careful  study  of  the  subject  that  the  estate 
tax  is  the  plan  to  be  preferred.  I  believe  that  for  a  variety  of 
reasons  which  I  will  try  to  describe  to  you.  First,  I  believe  that  an 
estate  tax  is  simpler,  simpler  both  for  the  decedent  and  his  personal 
representatives  on  the  one  hand  and  for  the  tax  administrators  on 
the  other.  When  a  man  has  accumulated  a  rather  considerable  for- 
tune and  he  is  confronted  with  a  share-tax  plan  of  taxation,  to  which 
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his  estate  will  be  subjected,  and  he  wishes  to  make  any  kind  of  a 
computation  to  tind  out  about  how  much  his  tax  is  going  to  be,  so 
that  he  may  make  suitable  provisions  for  his  wife  and  his  children 
and  his  relatives  and  his  servants,  and  so  forth,  he  usually  finds  that 
under  the  share-tax  plan  some  of  his  beneficiaries  will  be  taxed  at 
one  rate  and  some  of  them  at  another,  that  some  of  them  will  have 
a  certain  amount  of  exemption  and  some  of  them  will  not,  that  it  is 
virtually  an  impossibility,  unless  he  goes  and  employs  a  lawyer,  to 
have  an  estimate  made  of  the  tax  liability  of  his  estate  at  death. 

With  the  estate  tax  the  whole  situation  is  changed.  ]Most  men  of 
means — and  those  are  the  ones  that  are  really  hit  heavily  by  any 
kind  of  death  taxation — usually  keep  rather  accurate  track  of  their 
financial  condition.  One  usually  knows  from  year  to  year  and  from 
time  to  time  about  what  his  net  worth  is;  and  under  an  estate  tax 
there  will  be  probably  a  graduated  scale  of  rates,  but  it  is  solely  a 
question  of  mathematical  computation,  of  taking  the  schedule  of 
rates  and  computing  the  amount  of  his  death  duties.  Having  done 
that  he  can  make  provision  in  his  will  for  those  that  he  wants  to 
leave  definite  sums,  with  tlie  assurance  that  they  are  going  to  re- 
ceive those  definite  sums,  tlie  taxes  being  payable  out  of  the  resid- 
uary estate.  Incidentally,  under  the  share-tax  plan,  unless  a  man 
has  this  variety  of  schedules  of  rates  and  exemptions  in  his  mind, 
when  he  makes  a  bequest  of  $5U,000  to  his  wife  or  sister  or  son  or 
to  his  father,  he  really  does  not  know  whether  they  are  going  to  get 
that  much;  in  fact,  he  does  not  know  the  amount  of  the  tax;  he 
does  not  know  what  sum  to  add  to  the  bequest  in  order  to  take  care 
of  the  tax  item. 

Now,  from  the  standpoint  of  the  state  I  have  said  it  was  simpler. 
There  the  simplicity  is  even  more  marked.  Under  the  share-tax 
method  the  state  taxes  that  which  the  individual  takes  or  inherits. 
Now,  that  would  be  a  perfectly  simple  kind  of  law  to  administer  if 
every  testator  bequeathed  his  property  so  much  to  this  one  and  so 
much  to  that,  and  so  on,  until  it  was  all  disposed  of,  but  more  and 
more  as  fortunes  have  accumulated  do  men  make  bequests  for  life 
or  create  life  interests,  with  remainders  over.  Sometimes  property 
is  given  to  one  person  for  life  and  upon  her  death  to  another  person 
for  life,  and  upon  the  death  of  the  second  life  tenant  it  goes  to  the 
third  person,  if  living,  and  if  not  to  some  charity.  That  injects 
most  of  the  complications  into  inheritance  taxation.  Under  a  share 
tax  you  do  not  know  who  is  going  to  take  and  when  they  are  going 
to  take,  and  how  much  they  are  going  to  take.  Therefore,  you  can- 
not at  the  time  of  the  testator  compute  the  total  amount  of  tax  to 
be  exacted. 

Now,  states  adopt  different  methods.  Of  course,  one  thing  you 
could  do,  you  could  impose  a  tax  on  all  of  the  vested  interest  today, 
take  that  money  and  put  it  in  the  state  treasury  and  use  it,  and  then 
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wait  until  the  remainders  fell  in,  and  you  found  out  how  much  the 
others  were  going  to  take,  and  then  tax  that.  That  is  an  impractical 
method  because  no  state  can  undertake  to  keep  track  of  all  these 
remainders,  vested  and  contingent,  over  a  period  of  twenty-five, 
thirty,  forty  or  fifty  years.  The  state  would  lose  money.  It  would 
just  be  forgotten  about  somewhere.     That  is  an  impractical  method. 

The  second  method  is  by  some  arbitrary  rule  written  into  the 
statute  to  impose  a  tax  percentage  and  take  it  out  of  the  estate  and 
put  it  into  the  state  treasury  and  use  it.  Now,  any  such  law,  no 
m.atter  how  carefully  framed,  is  sure  to  work  substantial  injustice 
and  result  in  utter  lack  of  uniformity  in  taxing  people  and  estates 
similarly  situated. 

The  third  and  last  plan,  and  the  one  which  I  believe  is  the  better 
of  the  two  others,  is  to  impose  a  tax  presently  on  the  vested  in- 
terests, take  the  money  and  put  it  in  the  state  treasury  and  use  it, 
take  the  contingent  remainders  and  tax  them  at  the  highest  possible 
rate  and  require  the  estate  to  deposit  securities  or  money  with  the 
government,  and  then  when  the  remainder  falls  in,  have  a  final  tax- 
ing order  entered  and  a  refund  made  if  necessary. 

Now,  that  is  not  a  pleasant  situation  for  an  estate.  Some  of  these 
remainders  stay  in  existence  for,  as  I  have  said,  twenty-five,  thirty 
and  forty  years.  We  are  actually  holding  now,  as  a  tax  commission, 
in  New  York,  some  twenty-odd  millions  of  dollars  of  securities. 
Some  of  those  will  remain  with  us  for  twenty-five  or  thirty  years 
more.  It  is  a  lot  of  responsibility  for  us  to  have  those  securities. 
We  collect  the  interest  and  we  remit  it,  but  that  is  work,  that  is 
responsibility.  If  they  make  a  deposit,  we  deposit  the  money  in  the 
bank.  We  from  time  to  time  remit  them  the  interest  on  that,  but  all 
of  that  is  work  foreign  to  the  work  for  which  we  are  created. 

Moreover,  from  the  standpoint  of  the  fellow^  who  is  called  upon 
to  make  a  deposit  with  us,  we  received  a  deposit  last  year  of  three 
and  one-half  millions  of  dollars  of  securities  from  one  estate.  Now, 
that  estate  would  very  much  rather  have  kept  those  securities  in 
their  own  vaults  in  New  York  City.  They  wonder  whether  we  are 
going  to  keep  them  as  safely  and  as  well  as  they  could  keep  them 
down  there.    I  don't  blame  them  for  being  apprehensive  about  it. 

Moreover,  from  time  to  time  they  want  to  sell  some  of  the  secur- 
ities that  they  have  and  buy  some  other  securities,  and  if  we  have 
got  possession  of  the  securities,  they  have  got  to  go  through  trouble 
and  annoyance  by  substituting  other  securities,  or  claiming  the  ones 
that  we  have,  making  the  exchange,  and  then  perhaps  making  a 
re-deposit  with  us;  so,  from  the  standpoint  of  administration  the 
estate  tax  is  a  whole  lot  more  simple.  That  just  about  tells  the 
story  without  going  into  the  refinement  and  ifs  and  ands  of  the 
matter. 
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As  I  see  the  situation,  the  sui)port  for  a  share-tax  plan  is  based 
largely  on  a  sentimental  reason  that  it  is  thought  that  property  left 
to  a  wife  or  a  ch'  d  or  a  near  relative  should  pay  a  lower  rate  of  tax 
than  property  left  to  more  distant  relatives  or  to  strangers. 

Now,  that  makes  a  plausible  and  a  popular  appeal,  but  if  you  will 
bear  in  mind  that  this  testator  during  his  life  has  it  wholly  within 
his  power  to  make  such  disposition  of  his  property  as  he  sees  fit,  to 
make  such  provision  for  his  wife  and  his  children  as  he  sees  fit.  to 
see  to  it  that  they  get  a  definite  sum  of  money  without  regard  to  what 
the  amount  of  the  estate  tax  is,  or  the  amount  of  the  death  tax  is, 
you  will,  I  believe,  when  pondering  it  over,  agree  with  me  that  the 
reasons  are  plausible  but  very  largely  sentimental,  that  there  is  no 
real  basis  or  foundation  for  preferring  the  share  tax  to  the  estate 
tax,  and  that  because  of  the  much  more  simple  methods  of  admin- 
istration, the  greater  simplicity  of  the  law  itself,  the  estate-tax  plan 
is  to  be  preferred. 

Chairman  Ll'Tz:  Some  of  what  you  may  call  additicjnal  consid- 
erations in  favor  of  the  share  tax,  additional  to  those  which  Mr. 
Graves  has  summarized  in  his  concluding  remarks,  will  be  set  forth 
by  Mr.  W.  A.  Breen  of  California. 

W.  A.  Brkkx   (California): 

THE  SHARE  TAX 

W.   A.  BREEN 

Attorney-at-Law,  vSan  Francisco,  Cal. 

Variou.'^  names  have  been  given  to  the  exactions  of  the  State 
based  upon  property  passing  at  death  or  transferred  in  contempla- 
tion thereof.  There  have  been  death  duties,  probate  duties,  estate 
ta.xes.  inheritance  taxes,  legacy  taxes,  etc.  The  underlying  theory 
and  conception  of  these  taxes  or  duties  are  different.  However,  in 
this  discussion  we  are  only  concerned  with  two  types — 

1.  The  Estate  Tax — a  tax  on  the  right  to  transmit  property  at, 
after  or  in  contemplation  of  death. 

2.  The  Inheritance  Tax — a  tax  ujion  the  right  of  succession. 

I  have  chosen  the  term  inheritance  tax  in  preference  to  legacy 
tax.  succession  tax  or  share  tax,  because  it  is  more  generic  and 
better  known  and  understood,  and  where  the  terms  estate  tax  and 
inheritance  tax  are  used  in  this  paper,  they  will  be  employed  in  the 
designated  sense  unless  otherwise  indicated. 

As  you  gentlemen  have  had  considerable  experience  in  wrestling 
with  tax  problems,  it  will  not  be  necessary  to  enter  into  any  ex- 
tended explanation  of  the  nature  or  character  of  estate  and  inheri- 
tance taxes.    It  has  been  held  that  an  estate  tax  is  an  excise  on  the 
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right  of  transmission.  It  is  not  a  property  tax.  It  is  immaterial 
who  the  grantees  or  transferees  are.  Therefore,  in  an  estate  tax 
there  should  be  no  exemptions  based  on  relationship  or  charity. 
There  should  be  no  differentiation  in  rates  because  the  takers  are 
direct  heirs  rather  than  collateral  or  strangers.  In  other  words, 
nothing  should  be  taken  into  consideration  except  the  net  value  of 
the  property  passing  from  the  deceased  by  virtue  of  his  death  or 
transferred  in  contemplation  thereof.  The  tax  imposed  is  paid  by 
the  executor  in  like  manner  as  the  debts  of  the  deceased  and  the 
amount  of  the  tax  is  not  withheld  from  or  charged  against  the  dis- 
tributive share  of  the  taker.  Ordinarily,  and  in  the  absence  of 
specific  directions  in  the  will  to  the  contrary,  the  tax  is  taken  out  of 
the  residue  before  the  estate  is  distributed.  The  executor  is  like- 
wise required  to  pay  a  tax  on  transfers  made  by  deceased  in  con- 
templation of  death,  and  this  tax  is  likewise  taken  out  of  the  resi- 
due. This  necessarily  must  be  so  because  the  tax  is  directed  against 
the  entire  property  owned  by  deceased  at  the  moment  of  his  death, 
together  with  any  property  he  may  have  transferred  in  contempla- 
tion thereof,  and  the  amount  of  tax  is  subtracted  from  the  net  estate 
before  distribution  is  made. 

The  estate  tax  just  described  might  be  called  a  pure  estate  tax. 
So  far  as  I  know  there  are  no  such  unadulterated  estate  taxes  in 
force  today.  The  Federal  Estate  Tax  passed  by  Congress  in  1916 
exempts  charitable  bequests.  The  Oregon  tax  is  a  combination 
estate  and  inheritance  tax.  There  is  a  graduated  and  progressive 
estate  tax  on  the  entire  estate  where  it  exceeds  ten  thousand  dollars 
in  value,  and  in  addition  there  is  an  inheritance  tax  levied  on  all 
relatives  except  grandfather,  grandmother,  father,  mother,  husband, 
wife,  child  or  lineal  descendant.  New  York  also  now  has  a  com- 
bination estate  and  inheritance  tax,  the  former  being  recently  added 
on  all  estates  exceeding  one  million  dollars  in  order  that  the  state 
might  be  able  to  take  advantage  of  the  full  eighty  per  cent  credit 
granted  by  the  Federal  Estate  Tax. 

Canadian  Provinces  have  likewise  tainted  their  estate  tax  with 
inheritance  tax  features.  Dr.  Shultz  in  his  recent  book  on  Taxation 
of  Inheritance,  on  page  214,  says: 

"  The  estate  duties  of  the  Canadian  provinces  in  their  strain- 
ing towards  greater  justice  in  the  matter  of  collateral  gradua- 
tion and  progressive  rates  on  the  share  received  by  the  indi- 
vidual beneficiary,  have  achieved  a  bewildering  complexity  far 
exceeding  that  of  the  most  poorly  drawn  American  statute." 

New  Zealand  likewise  has  incorporated  relationship  discrimina- 
tion and  progression  on  the  basis  of  the  shares  received  by  indi- 
vidual beneficiaries  in  its  estate  duty,  although  at  the  cost  of  com- 
plexity and  confusion.    To  quote  again  from  Dr.  Shultz,  page  265 : 
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■■  It  should  be  finally  noted  that  the  British  dominions,  most 
of  which  have  adopted  estate  duties  instead  of  inheritance  taxes 
through  the  inHuence  of  the  English  1894  act,  have  neverthe- 
less, almost  without  exception,  introduced  relationship  discrim- 
ination—  at  least  in  favor  of  the  direct  heirs  and  surviving 
spouse — into  their  estate  duties.  Moreover,  the  Australian  Tax 
Commission  of  1923,  while  recommending  inheritance  taxes  in 
preference  to  estate  duties,  nevertheless  insisted  that  if  estate 
duties  were  maintained,  by  all  means  they  should  include  rela- 
tionship discrimination,  despite   the   cumbersomeness   involved." 

The  advantages  generally  claimed  for  an  estate  tax  over  an  in- 
heritance tax  are,  first,  its  greater  administrative  simplicity,  and 
second,  greater  revenue-producing  power.  If  we  should  consider  a 
pure  estate  tax  containing  no  foreign  features  such  as  collateral 
graduations,  individual  exemptions,  progressive  rates,  etc.,  it  may  be 
conceded  that  it  would  be  easier  to  administer,  but  where  these  for- 
eign elements  are  introduced,  the  computation  becomes  more  com- 
plicated than  the  ordinary  inheritance  tax  computation.  Theoreti- 
cally the  estate-tax  form  may  be  desirable  in  this  aspect,  but  why 
has  it  not  been  adopted?  Is  it  that  the  people  will  not  stand  for  it, 
or  that  it  is  unjust?  Of  these  matters  I  shall  have  something  to  say 
later. 

Concerning  the  second  ground  given,  namely,  that  it  is  a  better 
revenue-producer,  I  do  not  feel  that  I  am  qualified  to  discuss  this 
matter.  I  know  very  little  about  the  amount  of  revenue  actually 
produced  by  estate  or  inheritance  taxes.  Mr.  Riley,  California  State 
Controller,  and  a  member  of  your  body,  can  give  you  much  more 
light  in  this  direction  than  I  ever  could  attempt  to  do.  It  seems  to 
me  that  this  argument  amounts  to  little.  In  the  first  place,  straight 
out-and-out  estate  taxes  have  not  been  in  force,  and,  secondly,  if  the 
government  authorities  determine  that  a  certain  amount  of  revenue 
is  necessary  and  must  be  raised,  the  rates  could  be  adjusted  so  as  to 
produce  this  revenue,  and  if  the  existing  inheritance  tax  rates  were 
inadequate,  they  could  be  raised.  This  has  heretofore  been  done  as 
the  occasion  required. 

We  come  now  to  a  discussion  of  the  inheritance  tax.  An  inheri- 
tance tax  is  generally  said  to  be  a  tax  upon  the  right  of  succession ; 
tliat  is,  a  tax  levied  upon  an  heir  or  devisee  or  legatee  under  a  will 
upon  the  property  which  passes  to  him  from  the  deceased  by  grace 
of  the  laws  of  the  state.  It  also  applies  to  property  transferred  by 
the  deceased  in  contemplation  of  death,  or  to  take  effect  in  posses- 
sion or  enjoyment  at  or  after  death,  joint  tenancies,  homesteads,  etc. 
In  legal  contemplation  it  is  held  to  be  not  a  property  tax  but  a  privi- 
lege tax.  The  constitutional  basis  of  the  inheritance  tax  is  that 
inheritance  is  not  a  natural  right  but  a  privilege  which  the  state 
may  accord  or  refuse  as  it  may  will;  that  upon  the  death  of  a  person 
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the  state  has  the  power  to  ordain  that  all  of  his  property  shall  go  to 
the  state  and  that  none  shall  descend  to  or  be  received  by  his  heirs. 
Therefore,  if  the  state  as  a  matter  of  policy  determines  that  it  should 
permit  the  property  to  descend  to  the  heirs  or  legatees,  it  may  pre- 
scribe the  conditions  upon  which  such  privilege  may  be  enjoyed,  one 
of  which  would  be  the  reservation  of  a  certain  portion  of  the  estate 
as  an  inheritance  tax.  This  theory  is  now  well  established  by  de- 
cisions, but  I  have  always  had  some  doubt  as  to  its  soundness.  A 
lawyer  or  judge  who  has  mastered  the  feudal  tenures  of  the  common 
law  of  England  might  naturally  incline  to  such  a  theory  because  of 
his  knowledge  that  all  such  property  was  holden  of  the  King,  who 
was  the  original  and  ultimate  owner  of  all  property.  In  this  coun- 
try this  theory  has  never  prevailed,  but,  on  the  contrary,  property  is 
held  allodially.  The  feudal  concept  is  directly  at  variance  with  the 
spirit  of  our  institutions.  Generally  when  the  state  determines  upon 
a  certain  line  of  taxation,  it  will  be  able  to  devise  some  theory  upon 
w^hich  to  uphold  it.  The  Massachusetts  Supreme  Court  held  the 
privilege  of  succession  to  be  a  commodity  so  that  it  could  justify 
the  levying  of  an  inheritance  tax  as  an  excise  tax.  War  time  has 
always  been  a  fertile  period  of  doubtful  legislation,  and  much  legis- 
lation has  probably  been  upheld  because  of  the  necessities  of  the 
situation.  Virgil  must  have  possessed  an  intimate  knowledge  of 
legislative  psychology  when  he  said  in  the  Mneid,  "  inter  arma 
leges  silent " — amidst  arms  the  laws  are  silent. 

While  all  of  the  states  hold  they  have  the  absolute  power  to  abol- 
ish succession  and  the  right  of  testamentary  disposition  and  provide 
that  all  property  shall  go  to  the  state,  yet  no  state  has  ever  attempted 
to  exercise  this  power  except  in  the  limited  way  of  inheritance  taxa- 
tion. There  must  be  some  underlying  reason.  Before  I  began  the 
study  of  civil  law,  I  was  always  under  the  impression  that  inheri- 
tance was  a  natural  right  based  upon  the  obligation  of  the  ancestor 
to  provide  for  his  descendants  and  dependents.  The  family  is  the 
basis  of  our  social  and  civic  structure,  and  once  the  family  unit  is 
destroyed,  it  augurs  well  for  the  destruction  of  the  state.  The  fact 
that  the  law-makers  have  never  attempted  to  escheat  all  property  to 
the  state  shows  that  they  realize  the  inherent  and  natural  claims  of 
the  descendants  upon  the  ancestor. 

All  of  this  may  seem  to  be  beside  the  issue,  but  it  is  merely  in- 
tended to  lay  the  foundation  for  the  claim  that  an  inheritance  tax 
is  more  just  and  more  in  consonance  with  the  fundamental  concep- 
tion of  human  society  and  human  rights  than  the  estate  tax.  The 
estate  tax  ignores  the  recipients  while  the  inheritance  tax  concerns 
itself  very  particularly  with  the  takers.  It  places  in  the  first  class 
the  widow  and  the  lineal  heirs  both  ascending  and  descending.  It 
thus  recognizes  not  only  the  obligation  imposed  upon  the  deceased 
by  natural  law,  but  also  by  positive  law.     Positive  law  enjoins  upon 
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a  man  tlie  duty  of  supporting  his  wife  and  minor  children  at  least, 
and  in  some  instances  parents,  grandparents,  adult  children  and 
grandchildren.  In  the  first  place  we  generally  find  the  exemptions 
larger  and  the  rates  lower.  Thus  the  law  lays  but  a  light  hand  upon 
those  who  should  receive  first  consideration  from  the  deceased.  As 
the  relationship  becomes  more  remote,  and  the  obligation  ceases,  the 
exemptions  are  lower  and  the  rates  higher,  until  we  finally  come  to 
those  who  have  no  claim  upon  the  deceased  either  by  relationship 
or  otherwise.  Justly,  therefore,  the  smallest  exemptions  and  the 
highest  rates  are  imposed.  This  picture,  which  fairly  represents 
the  table  of  rates  in  force  in  most  states,  certainly  looks  fair  and 
reasonable. 

On  the  other  hand,  let  us  look  at  the  set-up  in  case  of  the  estate 
tax.  Generally  the  testator  in  drafting  his  will  makes  pecuniary 
bequests  to  his  more  distant  relatives  and  friends,  and  then  provides 
that  the  residue  shall  go  to  the  immediate  members  of  his  family. 
The  legatees  are  not  required  to  pay  any  tax  because  it  is  an  estate 
tax  and  is  payal)le  out  of  the  residue  just  like  an  ordinary  debt. 
The  result  is  that  the  legatees  who  received  a  pure  and  possibly  un- 
expected gratuity  escaped  taxation,  while  those  who  have  at  least 
an  ordinary  right  to  expect  an  inheritance  pay  not  only  the  tax  on 
what  they  themselves  receive  but  also  the  tax  of  the  legatees. 

Some  curious  and  unexpected  situations  have  arisen  because  the 
tax  must  be  paid  out  of  the  residue.  Several  years  ago  a  San  Fran- 
cisco lady  transferred  to  her  son  the  bulk  of  her  property  and  then 
made  a  will  disposing  of  her  estate,  in  which  this  son  had  but  a 
very  small  contingent  interest.  After  her  death  the  federal  author- 
ities held  that  the  transfer  to  her  son  was  made  in  contemplation  of 
death  and  taxed  it.  In  drafting  her  will  she  had  not  anticipated  any 
such  situation,  so  the  result  was  that  the  estate  was  considerably 
diminished  by  the  payment  of  the  Federal  Estate  Tax,  and  the  in- 
tent and  scheme  of  the  testatrix  was  largely  defeated. 

This  is  not  an  isolated  instance  where  the  intent  of  the  testator 
has  been  thwarted.  Another  example  is  found  in  the  opinion  of 
Chief  Justice  Taft  in  the  case  of  )'.  M.  C.  A.  v.  Davis,  264  U.  S.  47. 
The  testator  made  a  number  of  specific  bequests  and  left  the  residue 
to  charity.  Although  the  charitable  bequests  were  exempt  from  the 
estate  tax  by  the  express  provisions  of  the  Act,  nevertheless  they  had 
to  bear  the  burden  of  the  tax  because  residuary,  with  the  result  that 
in  terms  exempt,  they  were  actually  taxed. 

Also  Farmers  Loan  S-  Tntst  Co.  v.  Winthrop,  238  N.  Y.  488; 
144  N.  E.  769. 

It  may  be  argued  that  the  testator  may  so  draft  his  will  that  these 
situations  will  not  develop.  This  is  undoubtedly  true,  but  the  aver- 
age testator,  and  many  lawyers,  are  not  aware  of  what  may  happen. 
A  will  may  be  drawn  today  which  would  work  out  admirably  if  the 
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testator  would  die  tomorrow;  but  suppose  he  disappoints  his  heirs 
and  lives  until  after  the  next  session  of  Congress  or  the  legislature 
of  his  state.  Laws  may  be  enacted  radically  changing  the  situation 
and  before  he  or  his  lawyer  learn  of  them,  they  have  become  effec- 
tive. He  dies  without  changing  his  will,  and  thus  his  testamentary 
intent  is  defeated.  Many  people  likewise  are  slow  to  make  wills 
and  more  slow  to  change  them.  It  is  a  job  they  dislike  tackling  be- 
cause it  brings  to  mind,  more  or  less  acutely,  the  fact  of  their  death, 
and  a  number  of  people  fear  that  if  they  make  a  will,  death  will 
follow  shortly.  We  can  freely  admit  the  absurdity  of  all  this,  but 
it  nevertheless  remains  the  fact. 

Within  the  last  month  I  probated  a  holographic  will  made  in 
1894,  and  I  have  in  the  course  of  my  practice  many  times  probated 
wills  drawn  at  least  twenty  years  before  the  death  of  the  testator. 
Fortunately  most  of  these  estates  were  not  of  sufficient  size  to  be 
upset  by  subsequent  tax  legislation,  but  if  they  had  to  pay  a  substan- 
tial estate  tax  they  certainly  would  have  been. 

It  has  been  claimed  that  the  administrative  features  of  an  estate 
tax  are  simpler  and  speedier  than  those  of  an  inheritance  tax.  While 
this  statement  is  true  generally,  it  should  receive  some  comment. 
The  procedure  in  both  is  usually  the  same  to  an  including  the  de- 
termination of  the  clear  market  value  of  the  estate.  All  that  is 
necessary  to  compute  the  estate  tax  is  to  apply  the  rates.  If  de- 
ceased died  intestate  leaving  four  children  as  his  sole  heirs  at  law, 
it  would  only  be  necessary  for  inheritance-tax  purposes  to  divide 
the  clear  market  value  by  four  and  compute  the  tax  on  this  one- 
fourth,  the  total  tax  being  four  times  that  amount.  There  certainly 
is  not  much  advantage  to  the  estate  tax  in  cases  of  intestacy.  About 
the  only  difficult  situations  in  the  computation  of  inheritance  tax 
arise  where  the  will  contains  trust  provisions  providing  for  condi- 
tional and  contingent  estates,  but  even  under  the  Federal  Estate 
Tax  we  sometimes  encounter  this  problem.  About  four  years  ago 
I  probated  an  estate  of  which  one-third  of  the  residue  was  left  to 
charity  under  certain  conditions  and  subject  to  certain  annuities. 
A  computation  for  Federal  Estate  Tax  purposes  had  to  be  made 
similar  to  that  of  the  Inheritance  Tax  Act  in  order  to  determine  the 
deductions  on  account  of  the  charitable  bequest.  The  regulations, 
in  fact,  contain  a  table  for  such  computations. 

Looking  back  over  the  matter  I  am  willing  to  concede  that  a  pure 
estate  tax  is  capable  of  easier  and  speedier  administration  than  an 
inheritance  tax,  but  I  do  not  think  this  feature  warrants  a  change 
in  the  form  of  death  taxation.  I  have  been  computing  inheritance 
taxes  and  preparing  reports  in  California  for  many  years,  and  out- 
side of  a  few  cases  in  which  the  will  contained  elaborate  trust  pro- 
visions, I  have  not  encountered  any  particular  difficulty  or  required 
anv  great  amount  of  time.  The  people  of  the  various  states  have 
32 
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now  become  acquainted  with  inheritance  taxes.  They  were  rather 
hostile  to  an  inheritance  tax  in  the  beginning,  which  is  quite  nat- 
ural, because  no  one  is  particularly  fond  of  taxation  in  any  form, 
but  gradually  they  have  been  educated  to  the  inheritance-tax  idea; 
and  outside  of  a  few  circles  there  is  not  much  complaint  concerning 
them,  and  I  believ.e  it  is  better  to  let  well  enough  alone.  People  are 
always  suspicious  of  new  forms  of  taxation,  and  if  an  attempt  were 
made  to  repeal  the  existing  inheritance-tax  laws  and  substitute  an 
estate  tax,  it  might  so  happen  that  the  inheritance-tax  law  would  be 
repealed  and  no  estate  tax  enacted.  There  is  a  strong  movement  by 
certain  bodies,  some  of  whom  are  active  in  Southern  California,  to 
force  a  repeal  of  all  death  taxes,  both  state  and  federal,  and  the 
least  legislative  agitation,  the  better. 

Again,  state  inheritance  taxes  have  been  held  to  be  constitutional 
upon  the  theory  that  they  are  based  upon  the  right  of  succession  or 
the  right  to  receive  property  by  will.  As  we  have  seen,  just  a  few 
states  have  attempted  an  estate  tax  and  the  constitutionality  of  this 
form  of  tax  has  not  been  fully  litigated.  Where  the  constitution- 
ality of  inheritance  taxes  has  been  sustained  upon  the  theory  of  the 
privilege  of  succession,  there  might  be  some  doubt  as  to  the  consti- 
tutionality of  an  estate  tax.  It  is  better  to  stay  with  what  is  certain 
rather  than  to  invite  litigation. 

After  all.  taxation  is  only  an  incident  in  the  life  of  a  state,  and 
it  should  be  imposed  only  for  the  purpose  of  raising  revenue  to 
permit  the  state  to  function.  A  state  exists  primarily  for  the  pro- 
tection of  its  citizens  and  inhabitants,  and  should  be  more  interested 
in  doing  justice  than  in  raising  revenue.  Therefore,  the  inheri- 
tance tax.  W'hich  is  more  just  and  produces  adequate  revenue,  should 
be  preferred  to  an  estate  tax  which  is  unjustly  conceived. 

Chairman  Lutz  :  I  think  you  will  agree  with  me  that  the  issue 
has  been  neatly  joined  in  these  two  interesting  presentations,  and 
the  whole  subject  of  inheritance  taxation,  if  I  may  so  describe  it. 
including  Senator  Edmonds'  report,  is  open  for  discussion. 

What  is  your  pleasure? 

(No  response) 

Chairman  Lutz:  The  Conference  is  still  in  existence  for  the 
purpose  of  hearing  and  passing  upon  the  resolutions,  and  I  think 
we  may  proceed  with  those  if  the  chairman  of  the  resolutions  com- 
mittee is  ready. 

Zenas  W.  Bliss  (Rhode  Island)  :  I  am  instructed  by  the  com- 
mittee on  resolutions  to  report  the  following  with  the  committee's 
recommendation  that  they  be  passed. 

The  first  of  these  resolutions  refer  merelv  to  the  continuance  of 
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certain   committees  that  have   been   making   investigation    for   the 
Association.     The  resolutions  are  as  follows: 

Resolved,  That  the  thanks  of  this  Conference  be  extended 
to  the  Chairman  and  Members  of  the  Committee  on  Reciprocity 
in  Inheritance  Taxation,  and  that  the  National  Tax  Associa- 
tion be  requested  to  further  continue  said  committee  for  the 
purpose  of  extending  the  work  for  which  it  was  originally 
created,  with  all  the  authority  heretofore  conferred  upon  it  to 
further  the  principles  of  reciprocity  in  inheritance  taxation  as 
between  the  several  states  of  the  United  States  and  between  the 
states  of  the  United  States  and  other  nations. 

I  move  the  passage  of  the  resolution. 

(Motion  seconded) 

Chairman  Lutz  :  Motion  made  and  seconded.     Any  discussion  ? 

(No  response) 

(Ayes  and  Noes.     Motion  carried) 

Zenas  W.  Bliss  (continuing)  : 

Resolved,  That  the  thanks  of  this  Conference  be  extended 
to  the  Chairman  and  Members  of  the  Committee  on  Commer- 
cial Motor  Vehicle  Transportation,  and  that  the  National  Tax 
Association  be  requested  to  continue  said  committee  with 
authority  to  further  pursue  the  study  undertaken  into  the  prob- 
lems of  taxation  of  all  classes  of  motor  vehicles,  with  special 
reference  to  the  taxation  of  those  vehicles  engaged  in  commer- 
cial transportation. 

(Motion  seconded) 

Chairman  Lutz  :  Motion  made  and  seconded  that  this  resolution 
be  adopted.     Any  discussion  ? 

(No  response) 

(Ayes  and  Noes.     Motion  carried) 

Zenas  W.  Bliss  (continuing)  : 

Resolved,  That  the  National  Tax  Association  be  requested 
to  further  continue  the  Committee  on  Simplification  of  the  In- 
come Tax  for  the  purpose  for  which  it  was  created,  with 
authority  to  continue  its  studies  and  researches  and  report  its 
further  findings  and  recommendations  to  the  appropriate  con- 
gressional committees  and  to  the  Conference  of  1929. 

(Motion  duly  seconded) 
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Chairman   Lutz  :   Moved  and  seconded  that  this   resolution  be 
adopted.     Discussion? 

(No  response) 

(Ayes  and  Noes.     Motion  carried) 

Zenas  W.  Bliss  (continuing)  : 

Resolved,  That  the  thanks  of  this  Conference  be  extended 
to  the  Chairman  and  Members  of  the  Committee  appointed 
under  the  resolution  of  the  1925  Conference  to  study  uniform- 
ity in  state  taxation  of  business  organizations,  for  its  able  and 
comprehensive  report  presented  to  this  Conference;  and  that 
this  Conference  record  its  appreciation  of  the  valuable  services 
rendered  by  this  committee,  and  that  the  National  Tax  Associa- 
tion be  requested  to  continue  the  committee  with  the  suggestion 
that  particular  attention  be  directed  to  the  apportionment  of  the 
taxes  of  interstate  business  corporations. 

(Motion  duly  seconded) 

Chairman  Lutz  :  Moved  and  seconded  that  this  resolution  be 
adopted.     Any  discussion  ? 

(No  response) 

(Ayes  and  Noes.     Motion  carried) 

Zexas  W.  Bliss  (continuing)  : 

For  the  tirst  time  in  many  years  a  Conference  of  the  National 
Tax  Association  has  been  held  without  the  presence  of  A.  E. 
Holcomb.  During  all  of  these  years  Mr.  Holcomb  has,  more 
than  any  other  man,  been  the  moving  spirit  of  the  National 
Tax  Association.  Presidents  have  come  and  gone,  but  Mr. 
Holcomb  has  always  been,  wisely  and  courteously,  at  the  helm. 
He  has  had  the  interests  of  the  National  Tax  Association  pecu- 
liarly at  heart,  giving  of  his  time  and  labor  and  enthusiasm  to 
the  upbuilding  and  guidance  of  the  association ;  more  than  this, 
he  has  impressed  his  personality  upon  and  won  the  affection  of 
every  one  who  has  participated  in  these  conferences.  He  has 
been  sorely  missed  this  year. 

Therefore,  be  it  Resolved,  That  the  Twenty-first  Annual 
Conference  on  Taxation  hereby  express  to  Mr.  Holcomb  its 
sincere  regret  on  account  of  his  absence,  its  appreciation  of  his 
incalculable  services  to  the  Association,  and  its  best  wishes  for 
his  continued  health  and  happiness. 

Charles  W.  Gerstenberg  (New  York)  :  Mr.  Chairman,  I  move 
a  rising  vote. 

(Rising  vote) 
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Chairman  Lutz  :  The  resolution  is  unanimously  carried. 
Zen  AS  W.  Bliss  (continuing)  : 

Resolved,  That  the  Twenty-first  National  Conference  on 
Taxation  record  its  profound  and  grateful  appreciation  and  ex- 
tend its  sincere  thanks  to  the  Hon.  Roland  H.  Hartley,  Gov- 
ernor of  the  State  of  Washington ;  the  Seattle  Chamber  of 
Commerce  and  the  Manager  of  its  Taxation  Department,  Mr. 
Sherman  Sawtell ;  the  State  Federation  of  Taxpayers'  Associa- 
tions and  its  Secretary,  Mr.  C.  E.  Arney,  Jr. ;  the  members  of 
the  State  Tax  Commission  of  the  State  of  Washington;  Mr. 
Walter  G.  Query,  Secretary  of  the  National  Tax  Association, 
and  his  assistants.  Miss  Lois  Query  and  Miss  Bessie  Johnson ; 
Mr.  Charles  J.  Tobin,  of  the  New  York  State  Tax  Association; 
the  officials,  the  General  Agents,  Traveling  Passenger  Agents 
and  City  Passenger  Agents  of  the  Transcontinental  Railway 
Systems;  Mr.  Edward  P.  Tobie,  Chief  Clerk  of  the  Board  of 
Tax  Commissioners  of  the  State  of  Rhode  Island,  in  charge  of 
transportation  arrangements;  the  officers  and  members  of  the 
Executive  Committee  of  the  National  Tax  Association ;  the 
presiding  officers  at  the  several  sessions ;  the  speakers  upon  the 
programs ;  the  chairmen  and  members  of  its  several  committees 
reporting  to  the  Conference ;  the  management  of  the  Olympic 
Hotel ;  the  Press  of  the  City  of  Seattle,  and  all  others  whose 
able  and  efficient  assistance,  cordial  cooperation  and  partici- 
pation in  the  proceedings  and  in  the  entertainment  of  members 
and  guests  contributed  in  so  thorough  a  degree  to  the  success 
of  the  Conference  and  to  the  pleasure,  comfort  and  convenience 
of  all  concerned. 

The  sentiment  of  the  foregoing  resolution  is  heartily  joined 
and  concurred  in  by  the  ladies  in  attendance  at  the  Conference, 
who  desire  in  their  own  behalf  to  express  their  appreciation  and 
admiration  of  the  splendid  provision  made  for  their  pleasure, 
comfort  and  convenience. 

Mr.  Riley  :  I  move  that  the  resolution  be  passed. 

Chairman  Lutz  :  Motion  made  and  seconded  that  this  resolu- 
tion be  adopted. 

(Ayes  and  Noes.     Motion  carried) 

Chairman  Lutz  :  Is  there  any  further  business  to  come  before 
the  Conference?    If  not,  a  motion  to  adjourn  sine  die  is  in  order. 

(Motion  to  adjourn  made  and  carried) 

Chairman    Lutz:    The    Twenty-first    Annual    Conference    on 
Taxation  stands  adjourned  sine  die. 
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President  Lutz:  The  National  Tax  Association  will  come  to 
order.     Has  the  Secretary  anything  to  submit  for  consideration  ? 

Secretary  Query:  I  have  the  report  of  Treasurer  and  several 
others  matters  to  submit,  Mr.  President. 

President  Lutz:  The  Secretary  will  read  the  report  of  the 
Treasurer. 

Secretary  Query  :  In  the  absence  of  Treasurer  Holcomb  I  have 
been  requested  by  him  to  submit  a  report  of  income  and  expendi- 
tures for  the  year  ending  June  30,  1928. 

(Reads  report) 

(Motion  made  that  the  report  of  the  Treasurer  be  approved  and 
accepted.) 

Secretary  Query  :  The  Executive  Committee  has  approved  the 
report  as  submitted. 

Mark  Graves  (New  York)  :  Second  the  motion. 

President  Lutz  :  Moved  and  seconded  that  the  Treasurer's  re- 
port be  accepted. 

(Ayes  and  Noes.     Motion  carried) 

Secretary  Query:  The  Association  should  also  vote  on  the  fol- 
lowing routine  matter,  for  the  expenses  of  the  Secretary's  and 
Treasurer's  offices,  to  take  care  of  office  rent,  supplies  and  other 
routine  expenses  incident  to  the  conduct  of  these  offices,  in  addi- 
tion to  the  cost  of  printing  the  Proceedings  and  the  Bulletin,  this 
amount  not  to  exceed  $3500  for  the  ensuing  year. 

(Moved  that  the  foregoing  action  be  approved) 

(Motipn  duly  seconded) 

(Ayes  and  Noes.     Motion  carried) 

Secretary  Query:  Votes  should  be  taken  to  carry  out  the  ex- 
pressed wish  of  the  Conference  for  the  continuance  of  the  fol- 
lowing committees:  Simplification  of  the  Federal  Income  Tax, 
Reciprocity   in    Inheritance   Taxation,    Commercial    Motor   Vehicle 

(502) 
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Taxation,    and    Standardization    and    Simplification    of    Business 
Taxes. 

President  Lutz  :  Perhaps  we  should  vote  on  these  separately. 

Francis  N.  Whitney  (New  York)  :  I  think  that  is  contrary  to 
the  by-laws.  The  by-laws  provide  that  the  Executive  Committee 
has  that  power.  The  Association  in  convention  does  not  have  power 
to  name  the  committees. 

Secretary  Query:  It  is  a  continuation  of  the  committees,  and 
we  are  only  following  precedent. 

Francis  X.  Whitney:  They  can  be  continued  by  the  Executive 
Committee.  It  expresses  an  opinion,  but  it  does  not  carry  any 
weight. 

President  Lutz  :  I  think  the  Executive  Committee  has  already 
passed  on  that. 

Secretary  Query  :  The  Executive  Committee  has,  but  I  am  fol- 
lowing the  precedent  set  by  the  Association  for  years,  and  am 
carrying  out  ex-Secretary  Holcomb's  wishes  in  the  matter.  If  it  is 
not  the  wish  of  the  Association  to  continue  the  committees  we  will 
not  go  into  it  any  further. 

Mark  Graves  (New  York)  :  It  cannot  be  harmful  to  take  these 
votes. 

Francis  Whitney  (New  York)  :  I  withdraw  my  objection.  It 
was  not  in  the  nature  of  objection.  I  simply  arose  to  explain  my 
understanding  of  the  constitution.  The  constitution  is  nothing  be- 
tween friends. 

President  Lutz  :  It  will  do  no  harm  to  take  these  votes. 

(Motion  to  continue  Committee  on  Simplification  of  the  Income 
Tax  was  made  and  duly  seconded.) 

President  Lutz  :  Moved  and  seconded  that  the  Committee  on 
Simplification  of  the  Income  Tax  be  continued. 

(Ayes  and  Noes.     Motion  carried) 

Secretary  Query  :  I  move  that  the  Committee  on  Reciprocity 
in  Inheritance  Taxation  be  continued. 

(Motion  duly  seconded) 

President  Lutz  :  It  is  moved  that  the  committee  be  extended. 

(Ayes  and  Noes.     Motion  carried) 

Secretary  Query  :  I  move  that  the  Committee  on  Commercial 
Motor  Vehicle  Transportation  be  continued. 

(Motion  duly  seconded) 
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President  Lutz  :  Moved  and  seconded  that  the  Committee  on 
Commercial  Motor  Vehicle  Transportation  be  continued. 

(Ayes  and  Noes.     Motion  carried) 

Secretary  Query  :  I  move  that  the  Committee  on  Standardiza- 
tion and  Simplification  of  Business  Taxes  be  continued  and  the 
committee  requested  to  devote  its  attention  to  a  study  of  the  appor- 
tionment of  taxes  of  interstate  business  corporations. 

( Motion  duly  seconded) 

President  Lutz:  Moved  and  seconded  that  the  Committee  on 
Standardization  and  Simplification  of  Business  Taxes  be  continued. 

(Ayes  and  Noes.     Motion  carried) 

Secreitary  Query  :  Mr.  President,  next  in  order  is  the  matter  of 
submitting  invitations  for  the  1929  Conference  and  disposing  of  the 
matter  of  the  Articles  of  Incorporation. 

President  Lutz  :  Since  we  will  get  into  some  oratory  with  the 
invitations,  shall  we  take  up  next  the  incorporation  of  the  Associa- 
tion ?  As  many  of  you  know,  this  is  a  matter  which  we  have  had 
under  consideration  for  some  time.  For  various  reasons,  among 
them  the  desire  to  effectuate  a  somewhat  more  stable  organization, 
to  the  end  that  those  in  authority  will  feel  some  greater  assurance 
in  the  management  of  the  funds  of  the  Association,  it  has  been 
deemed  desirable  that  we  incorporate,  and  those  of  you  who  read 
the  Bulletin  during  the  past  year  will  recall  that  a  plan  of  incor- 
poration was  outlined  by  the  committee  of  which  Professor  Bullock 
was  chairman. 

Treasurer  Holcomb  has  had  a  number  of  copies  reprinted  from 
the  Bulhtin,  which  sets  forth  the  form  of  the  certificate  of  incor- 
poration of  the  National  Tax  Association.  We  have  been  advised 
by  Professor  Bullock,  chairman  of  this  committee,  and  by  Mr.  Hol- 
comb, who  sought  the  necessary  legal  advice,  that  in  this  certificate 
we  have  all  that  is  required  under  the  law  of  the  District  of  Colum- 
bia in  order  to  authorize  or  to  make  possible  for  the  committee  to 
take  the  next  step.  The  thing  you  are  asked  to  do.  therefore,  is  at 
this  time  to  decide  the  question  whether  or  not  you  desire  as  an 
Association  to  incorporate,  and  if  you  do  so  desire,  if  you  will  ap- 
prove the  proposed  certificate  of  incorporation,  then  the  committee 
in  charge  of  this  will  proceed  with  the  filing  of  the  application  and 
the  other  necessary  steps. 

Charles  J.  Tobin  (New  York)  :  Mr.  President,  I  move  the  Sec- 
retary read  the  proposed  certificate  of  incorporation. 

President  Lutz  :  Is  there  a  second  to  that  motion  ? 
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(Motion  duly  seconded) 

(Ayes  and  Noes.     Motion  carried) 

( Secretary  Query  thereupon  read  the  proposed  certificate  of  in- 
corporation.) 

President  Lutz  :  You  have  heard  the  reading  of  this  certificate 
of  incorporation.     What  is  your  pleasure? 

Mr.  Riley  :  IMove  its  adoption. 

Oscar  Leser  (Maryland)  :  Only  one  thought,  and  that  is  in  con- 
nection with  the  four-fifths  vote,  whether  or  not  that  is  not  a  little 
stiff.  It  is  true  that  it  has  been  traditional  not  to  publish  or  accept 
the  expressions  of  our  Conference  unless  they  are  carried  by  sub- 
stantial vote.  If  it  appeared  that  a  proposition  had  simply  a  bare 
majority,  further  consideration  was  deferred  until  opinion  crystal- 
lized and  the  proposition  either  carried  by  better  vote  or  was  voted 
down,  but  four-fifths  is  a  pretty  rigorous  provision.  If  there  should 
be  forty  states  represented,  it  would  require  the  agreement  of  thirty- 
two  states,  because  delegates  in  such  cases  vote  by  states.  It  would 
require  the  agreement  by  thirty-two  states  before  such  a  proposition 
could  be  announced  as  the  opinion  of  the  Conference.  Would  it 
not  be  better  to  make  that  proposition,  say,  two-thirds?  If  you  had 
fort3'-five  states  present  it  would  require  thirty  states  to  approve  the 
proposition,  and  when  thirty  states  approve  it,  it  seems  to  me  that 
that  condition  would  be  safe  enough. 

I  therefore  move  the  amendment  of  the  four-fifths  and  ask  that 
there  be  substituted  the  words  ''  two-thirds  ". 

;Mr.  Watson  (Illinois)  :  I  second  the  motion. 

Henry  Long  (Massachusetts)  :  Mr.  President,  if  that  motion  is 
now  to  be  argued  upon,  I  would  like  to  argue  against  it. 

President  Lutz  :  The  motion  is  open  for  discussion. 

Henry  Long:  I  hope,  Mr.  President  and  Gentlemen,  that  we  will 
not  change  and  will  not  adopt  what  appears  to  Judge  Leser  to  be 
the  better  way  of  working  our  problem.  If  the  National  Tax  Asso- 
ciation cannot  be  in  substantial  agreement,  I  doubt  very  much  if 
this  Association  should  put  itself  on  record  in  favor  of  anything. 
I  should  be  in  favor  of  making  it  unanimous  instead  of  two-thirds. 
We  have  gone  along  for  a  great  many  years  without  any  trouble, 
and  we  will  have  a  considerable  amount  of  trouble  if  it  is  reduced 
from  four-fifths,  under  which  we  have  worked  very  satisfactorily 
for  a  great  many  years. 

If  there  is  any  real  argument  for  it.  I  have  yet  failed  to  hear  it 
advanced.     I  hope  sincerely  this  amendment  will   not  be  adopted, 
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and  that  we  will  take  the  wording  as  submitted  to  us,  which  is  a 
continuation  of  what  we  have  been  doing  for  a  great  many  years. 

Oscar  Leser:  I  never  understood  that  we  had  any  four-fifths 
rule.  I  never  heard  that  .said  in  all  these  twenty  years  I  have  been 
coming  to  the  Conferences. 

Mark  Graves  (New  York)  :  I  join  with  my  brother  Commis- 
sioner from  Massachusetts.  I  would  dislike  to  see  any  change  made 
in  this  charter,  not  that  I  know  the  whys  and  wherefores  of  the 
various  provisions,  but  I  have  great  confidence  in  Professor  Bul- 
lock, Mr.  Holcomb,  Professor  Adams  and  Dr.  Page,  all  of  whom 
have  given  much  thought  and  attention  to  the  preparation  of  this 
charter.  It  has  been  something  of  a  hobby  with  them.  I  think,  and 
I,  for  one,  am  willing  to  accept  it  as  is;  and  I  think  the  Association 
will  do  well  to  do  likewise. 

(Call  for  the  question) 

President  Lutz  :  The  vote  is  to  be  taken  first  upon  the  proposi- 
tion to  amend  the  charter  by  substituting  a  two-thirds  vote  for  a 
four-fifths. 

George  Lord  (Michigan)  :  I  would  like  to  know  what  the  amend- 
ment is  that  has  been  proposed. 

President  Lutz:  The  proposal  is  to  substitute  for  the  four-fifths 
vote  required  for  an  expression  of  opinion  a  two-thirds  vote. 

Mr.  Lord:  What  is  the  object  of  the  reduction?  What  does  the 
introducer  of  that  amendment  say  on  that  subject? 

Oscar  Leser  (Marj-land)  :  The  introducer  of  that  amendment 
has  said  all  he  is  going  to  say  on  that  subject. 

(Call  for  the  question) 

Charles  J.  Tobin  (New  York)  :  For  information  I  would  like 
a  question  to  be  answered,  as  to  whether  it  should  be  left  open  in 
that  paragraph  which  starts  with  "At  any  Conference  which  the 
corporation  may  organize,  members  of  the  corporation  shall  not  be 
entitled  to  vote,"  and  so  on,  down  towards  the  end,  it  says  that  the 
voting  on  such  questions  shall  be  vested  in  such  persons  in  attend- 
ance and  be  expressed  in  such  manner  as  may  be  determined  by  the 
Conference  when  assembled. 

Now,  is  it  well  or  wise  to  leave  that  open  in  that  way?  I  just 
throw  out  that  question  at  this  time,  whether  we  should  not  state  in 
this  proposed  certificate  of  incorporation  something  definite  so  we 
won't  have  that  bothersome  problem  every  time  we  meet. 

President  Lutz  :  In  voting  upon  this  question  I  should  call  to 
your  attention  that  only  members  of  the  National  Tax  Association 
W'ill  vote.     Others  keep  silent. 
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The  question  is  on  whether  we  shall  amend  this  certificate  by 
substituting  two-thirds  for  a  four-fifths  vote.  Any  further  discus- 
sion of  this? 

(Call  for  the  question) 

President  Lutz  :  Those  in  favor  of  this  motion  to  substitute  a 
two-thirds  for  a  four-fifths  majority  signify  by  saying  aye. 

(Ayes) 

President  Lutz  :  Opposed,  no. 

(Noes) 

President  Lutz  :  The  motion  is  lost. 

Any  other  .discussion  of  the  certificate  of  incorporation  before 
we  proceed? 

Charles  J.  Tobin  (New  York)  :  I  would  like  to  ask  Governor 
Bliss  what  his  opinion  might  be  as  to  that  particular  part  of  the 
certificate  of  incorporation,  in  the  matter  of  voting  at  Conferences, 
whether  we  should  leave  it  open  or  not. 

Zenas  W.  Bliss  (Rhode  Island):  Mr.  President,  I  think  that 
should  be  left  in  the  form  in  which  it  appears  on  the  certificate. 
I  think  if  it  becomes  advisable  later  to  restrict  that  in  any  way,  it 
can  be  taken  care  of  in  the  by-laws.  I  am  not  familiar  enough 
with  all  the  mental  processes  of  the  gentlemen  who  got  this  up  to 
explain  that  any  more  fully,  and  I  hesitate  very  much  to  change  it 
because  I  do  not  know  what  the  reason  was  for  putting  that  in  there. 
I  think  the  only  safe  way  is  for  this  meeting  to  accept  that  as  it  is. 

Francis  X.  Whitney  (New  York)  :  I  seldom  disagree  with 
Governor  Bliss,  but  I  don't  think  you  can  modify  a  constitution  by 
a  by-law.  I  think  that  no  subsequent  action  by  this  association  in 
the  nature  of  a  by-law  can  change  this  provision,  and  I  agree  with 
Mr.  Tobin  that  we  have  always  had  a  provision  as  to  the  voting 
power  in  the  Conferences,  and  to  leave  it  an  open  question  you 
have  to  determine  at  each  Conference  just  what  the  qualifications 
of  those  in  attendance  shall  be,  and  whether  they  may  represent 
states  or  universities  or  associations  of  public  accountants  or  what 
not.  It  leaves  the  whole  thing  open  for  each  Conference.  You 
don't  know  until  you  get  there  whether  or  not  you  will  be  qualified. 

Now,  the  provision  is  that  they  shall  receive  appointments  from 
the  governors  of  the  states,  the  premiers  of  the  provinces,  from  the 
officers  or  board  of  managers  of  institutions  of  learning  having  de- 
partments of  economics  and  specializing  in  taxation,  associations  of 
public  accountants,  and  I  don't  know  whether  any  more  are  eligible 
or  not. 
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I  think  that  this  constitution  should  provide  for  the  personnel  of 
the  Conference  and  restrict  it,  and  it  can  be  very  narrow  or  broad, 
as  you  see  fit ;  but  in  some  way  it  should  be  in  our  basic  law,  in  our 
constitution,  just  what  qualifications  are  necessary  for  eligibility  to 
the  Conferences,  who  would  have  a  voice  in  the  expression  of 
opinion  throuijh  resolutions. 

Hk-nrv  Long  (Massachusetts)  ;  1  simply  wanted  to  ask  Mr.  Whit- 
ney a  question.  As  I  read  this,  it  is  merely  the  articles  of  incor- 
poration, and  follow  out  exactly  what  has  been  done  heretofore  in 
the  National  Tax  Association,  which,  I  take  it,  is  then  that  the 
National  Tax  Association  sponsors  the  National  Tax  Conference 
and  leaves  to  the  Conference  the  adoption  of  their  own  rules  and 
everything  else  in  connection  with  it;  and  as  I  understand  it  we 
have  each  time  adopted  as  one  of  the  first  steps  in  our  Conferences 
what  shall  constitute  membership  in  it.  As  I  read  these  articles  of 
incorporation  I  am  inclined  to  think  that  they  are  as  nearly  perfect 
as  we  are  likely  to  get  them,  and  personally  I  should  be  very  much 
opposed  to  any  change  in  them,  because  I  think  it  is  still  in  line 
with  what  we  liave  done  in  the  past  and  in  line  with  what  you  have 
done  in  the  rest  of  them  in  this  Association  for  many  years. 

Francis  N.  Whitney  (New  York)  :  I  may  be  in  error,  but  it  is 
my  impression  that  the  personnel  of  the  Conference  is  fixed  in  the 
present  constitution  of  the  Association,  and  it  is  not  in  the  rules 
and  regulations  ado^^ted  for  the  enforcement  of  the  Conference 
after  they  meet.  They  are  more  or  less  of  a  parliamentary  nature. 
They  fix  the  time  and  the  speakers  and  the  question  of  whether  you 
can  speak  twice  on  the  same  subject,  and  subjects  of  that  kind;  but 
I  do  not  think  it  goes  to  the  basis  of  the  personnel  of  the  Confer- 
ence to  determine  just  who  are  and  who  are  not  members  of  the 
Conference  and  who  have  a  voice  and  how  that  voice  is  to  be  ex- 
pressed. I  may  be  wrong.  It  may  be  in  the  rules,  but  I  think  it  is 
in  the  constitution. 

Henry  Long  (Massachusetts)  :  I  am  wondering  if  Mr.  Whitney 
has  in  mind  the  same  thing  I  have  in  mind.  I  am  thinking  of  this 
here  as  being  the  purposes  for  which  they  are  incorporating,  if  he 
will  allow  me  to  say,  exactly  the  same  as  the  Western  Union  was 
incorporated  to  do  a  certain  thing.  They  did  not  undertake  to  go 
in  and  say  what  the  officers  would  be,  or  anything  of  the  kind. 

Francis  N.  Whitney  (New  York)  :  I  do  certainly  differ. 

Henry  Long  (Massachusetts)  :  I  don"t  think  this  can  be  con- 
fused with  the  constitution,  because  it  is  merely  the  purposes  for 
which  we  are  now  as.sociated  together  as  the  National  Tax  Asso- 
ciation. 
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Francis  N.  Whitney  :  But  this  constitution  provides  that  the 
Conference  which  is  called  under  its  auspices  shall  be  absolutely 
free  to  determine  its  own  rules  and  also  to  determine  who  shall  be 
competent  to  vote  upon  any  expression  of  opinion. 

Now,  we  have  had  difficulties  before  in  this  Association  in  trying 
to  find  out  who  was  entitled  to  vote. 

Voice:  Is  there  a  motion  before  the  house,  or  is  this  a  conver- 
sation ? 

President  Lutz  :  The  question  before  the  house  is  the  adoption 
of  this  certificate  of  incorporation,  which  has  been  moved  and 
seconded. 

Francis  N.  Whitney  (New  York)  :  If  my  remarks  are  not 
germane  I  will  be  glad,  indeed,  to  have  the  President  tell  me  so; 
but  I  thought  we  were  discussing  the  articles  of  incorporation. 
There  was  a  motion  to  approve  the  articles  of  incorporation  as  sub- 
mitted.    I  think  I  am  talking  to  the  subject. 

President  Lutz  :  You  are  perfectly  in  order. 

Francis  N.  Whitney:  I  have  no  reason  whatever  to  circum- 
scribe the  possibilities  of  the  Conference.  I  do  not  wish  to  dictate 
in  any  way,  but  I  think  it  is  a  safeguard  that  should  be  in  this  in- 
strument. 

President  Lutz:  If  I  may  be  permitted  to  make  this  suggestion, 
we  are  not  discussing  the  constitution  of  the  National  Tax  Associa- 
tion; we  are  discussing  a  form  of  certificate  of  incorporation. 

Francis  N.  Whitney:  The  same  thing. 

Voices  :  No. 

President  Lutz  :  Pardon  me.  This  application  is  directed  to  the 
legal  authorities  of  the  District  of  Columbia,  and  in  a  memorandum 
submitted  by  Mr.  Holcomb  in  connection  with  this,  it  was  stated 
that  the  laws  of  the  District  of  Columbia  lay  great  stress  on  the 
by-laws  which  are  to  be  adopted  pursuant  to  or  following  the  grant- 
ing of  this  charter  by  the  District  authorities. 

Francis  N.  Whitney  (New  York)  :  If  that  is  what  is  proposed 
to  be  done,  then  it  is  a  horse  of  another  color. 

President  Lutz  :  That  is  my  understanding  of  what  we  are 
doing.  We  are  not  adopting  the  constitution  of  the  National  Tax 
Association ;  we  are  applying  to  the  legal  authorities  of  the  District 
of  Columbia  for  permission  to  form  a  corporation. 

Zenas  W.  Bliss  (Rhode  Island)  :  Mr.  Whitney  very  seldom  dis- 
agrees with  me,  and  he  does  not  now.    I  think  if  you  will  read,  Mr. 
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Whitney,  "  At  any  Conference  which  the  corporation  may  organ- 
ize," that  is  the  corporation  which  is  to  take  the  place  of  the  present 
National  Tax  Association,  members  of  the  corporation — not  mem- 
bers of  the  Conference,  but  members  of  the  corporation — shall  not 
be  entitled  to  vote  except  as  the  Conference  allows  them  to, — that 
is  exactly  the  practice  we  have  had  for  many  years.  The  fact  that 
you  belong  to  the  National  Tax  Association  does  not  allow  you  to 
vote  in  the  Conference  unless  you  have  special  permission  to  do  so. 
You  must  be  appointed  by  the  governor  or  come  from  some  educa- 
tional institution,  so  if  you  bear  that  distinction  in  mind  you  will 
see  that  that  paragraph  merely  carries  out  the  practice  that  we  have 
had  for  many  years;  and  when  I  referred  to  the  by-laws,  of  course 
not  being  a  lawyer  I  forgot  for  the  moment  that  I  should  have  said 
constitution  instead  of  by-laws.  This  article  of  incorporation  simply 
fixes  the  condition  of  the  members  of  the  Tax  Association,  because 
of  their  membership  in  that  association  they  do  not  necessarily  have 
a  vote  in  the  Conference,  and  must  have  the  permission  of  the  Con- 
ference to  vote. 

Francis  N.  Whitney  (New  York)  :  Then,  Mr.  President,  I  offer 
an  amendment  to  this  section  to  change  the  language  of  that  para- 
graph so  as  to  read:  "  Vote  on  such  question  shall  be  vested  in  such 
persons  in  attendance  and  be  expressed  in  such  manner  as  may  be 
determined  by  the  Executive  Committee,  or  board  of  managers  of 
this  corporation."  That  will  cure  it.  Then  the  Executive  Com- 
mittee can  fix  the  necessary  prerequisites  for  voting. 

Mr.  Philip  Zoercher  (Indiana)  :  As  I  understand  it,  the  tax 
Conference  is  a  body,  an  entity  in  itself,  and  all  the  National  Tax 
Association  has  done  is  to  provide  for  the  Conference,  arrange  for 
it.  and  the  Conference  then  can  adopt  its  own  rules.  I  am  like  my 
friend  Graves  here,  I  am  willing  to  take  this  as  is,  without  the 
change  of  a  word,  without  the  crossing  of  a  "  t ",  without  the 
dotting  of  an  "  i  ". 

President  Lutz  :  Those  of  you  who  were  here  on  Monday  eve- 
ning will  recall  that  one  of  the  first  steps  in  the  organization  of  the 
Conference  was  the  adoption  of  the  rules  of  procedure  under  which 
the  Conference  itself  was  to  be  conducted.  Mr.  Zoercher  is  right 
in  that. 

Charles  J.  Tobin  (New  York)  :  In  the  constitution  of  the  Asso- 
ciation you  will  find  an  article  with  this  language  in  Section  4: 
•'The  voting  at  each  Conference  upon  any  question  involving  an 
official  expression  of  opinion  of  the  conference  shall  be  vested  in 
delegates  appointed  by  governors  of  states,  universities  and  colleges 
or  institutions  of  higher  education,  and  state  associations  of  certi- 
fied public  accountants,  each  of  whom  shall  have  one  vote." 
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Now,  under  the  terms  of  your  charter  as  submitted  here  you  are 
going  to  make  it  so  that  your  conference  when  assembled  has  the 
entire  say  as  to  just  how  the  voting  power  shall  be  vested,  yet  today 
under  the  constitution  of  the  existing  association  you  have  definitely 
stated  what  that  voting  power  shall  be. 

Now,  this  should  not  be  left  as  it  is  if  we  are  to  follow  our 
present  order  of  things.  It  should  read  something  in  this  manner: 
"  shall  be  expressed  in  such  manner  as  may  be  determined  by  the 
by-laws  of  the  corporation."  Now,  you  have  to  tie  it  in,  or  if  you 
do  not  tie  it  in  your  Conference  is  entirely  free  to  do  as  it  pleases 
in  the  make-up  of  its  voting  power. 

Mr.  Gushing  (Illinois)  :  I  think  Mr.  Tobin  and  Mr.  Whitney 
are  right  here.  How  would  there  be  a  membership  of  a  Conference 
to  convene  unless  there  was  some  method  of  appointment  or  quali- 
fication set  out  whereby  they  could  come  together.  There  will  be 
no  members  of  the  Conference  under  the  provisions  of  this  article 
of  incorporation,  as  it  seems  to  me. 

Mr.  Riley:  I  am  not  an  attorney,  but  I  would  like  to  ask  you 
gentlemen  how  you  are  going  to  adopt  a  constitution  before  you  get 
a  right  to  do  business.  Then  you  have  a  chance  to  adopt  a  con- 
stitution, after  you  get  that  right. 

Charles  W.  Gerstenberg  (New  York)  :  I  have  talked  for 
twenty  years  before  classes  in  corporations  and  finance,  and  I  am 
heartily  in  agreement  with  what  Mr.  Gushing  says ;  not  for  what  he 
says,  but  because  I  know  he  is  a  corporation  man  of  twenty-five  or 
thirty  years  standing.  I  know  he  has  given  his  time  to  it.  The  fact 
is  that  that  is  your  constitution,  and  any  treatise  on  the  subject  will 
tell  you  that  your  charter  plus  the  law  under  which  it  is  organized 
is  your  constitution.  There  is  nothing  that  can  be  put  in  your  by- 
laws that  you  can  do  that  is  contrary  to  this,  and  if  you  limit  your- 
self by  your  articles  of  incorporation,  then  nothing  can  be  done 
without  amending  it.  We  are  tying  ourselves  up  here,  and  the  only 
way  we  can  change  it  at  any  other  time  is  to  amend  these  articles 
of  incorporation.  I  am  quite  sure  that  there  is  going  to  be  all  kinds 
of  difiiculty  unless  we  give  specifically  the  right  to  pass  by-laws  that 
will  constitute  the  Conference.  If  we  leave  it  this  way  we  are 
going  to  have  a  fight  on  our  hands  every  time  we  meet. 

Charles  J.  Tobin  (New  York)  :  I  move  to  amend  Mr.  Whit- 
ney's motion  by  having  the  last  part  of  the  paragraph  starting  with 
"  at  any  conference  "  and  so  forth,  the  voting  on  such  questions 
shall  be  vested  in  such  persons  in  attendance  and  be  expressed  in 
such  manner  as  may  be  determined  by  the  by-laws  of  the  cor- 
poration. 

(Motion  duly  seconded) 
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Pkksidknt  Lutz:  INIoved  and  seconded  that  we  amend  this  para- 
graph on  the  second  page  of  the  printed  matter  to  make  the  last 
part  of  the  last  sentence  read:  "vested  in  such  persons  in  attend- 
ance and  be  expressed  in  such  manner  as  may  be  determined  by  the 
by-laws  of  the  corporation."     Is  there  discussion? 

Henry  F.  Long  (Massachusetts)  :  1  think  it  is  extremely  un- 
fortunate that  there  is  no  one  here  who  can  speak  for  those  who 
drew  up  these  articles  of  incorporation.  I  suspect  Mr.  Holcomb  put 
into  the  Bulletin  long  back  the  proposal  that  is  submitted  tonight 
for  the  purpose  of  this  very  discussion,  which  has  precipitated  for 
the  first  time  this  evening,  and  I  am  wondering  how  many  of  those 
who  raise  this  question  now  raised  it  before,  or  at  the  time  when 
those  who  were  incorporating  the  Association  could  have  answered 
it,  where,  we  are  here,  more  or  less,  at  arms'  length.  I  know  noth- 
ing about  what  prompted  Professor  Bullock  and  Professor  Adams 
and  Mr.  Holcomb  to  draw  this  in  this  way.  I  suspect  if  they  were 
here  any  one  of  the  three  could  answer  these  questions  that  now 
come  before  us.  I  doubt  very  much  the  wisdom  of  this  body  work- 
ing more  or  less  in  the  dark,  irrespective  of  all  the  pronouncements 
and  eminent  corporation  lawyers  we  have  here,  to  adopt  something 
which  may  appear  to  us  to  be  all  right  but  which  I  cannot  help  but 
feel  was  considered  very  carefully  by  the  three  that  were  appointed 
to  take  care  of  it ;  and  it  seems  to  me  that  out  of  nothing  more  than 
respect  for  them,  having  not  raised  this  question  before  when  we 
had  ample  opportunity  to  read  this  in  the  Bidletin  which  was  sub- 
mitted to  us,  that  we  ought  to  take  no  action  here  tonight  at  all 
other  than  to  accept  these  articles  of  incorporation.  I  can  see  no 
objection  to  it.  and  if  there  is  any  one  here  who  knows  what 
prompted  the  three  who  were  appointed  to  draw  this  up.  I  hope  they 
will  rise  and  give  us  the  benefit  of  it;  otherwise  I,  for  one,  shall  be 
opposed  to  any  change  in  the  phraseology  as  submitted  to  us  by  the 
three  who  were  picked  out  as  being  thoroughly  familiar,  over  a  long 
period  of  years,  with  the  operation  of  the  Association,  who  were  the 
ones  who  originated  the  idea  of  incorporation,  and  who,  above  all 
others,  would  do  nothing  to  interfere  with  the  continued  success  of 
these  Conferences  under  the  National  Tax  Association. 

Charles  W.  Gersteniserg  (New  York)  :  May  I  move  an  amend- 
ment to  the  last  amendment,  that  the  Association  approve  the  ar- 
ticles as  submitted  or  approve  them  changed  to  read  as  follows :  by 
omitting  in  the  paragraph  which  begins  with  the  words  "  at  any 
Conference" — I  say.  by  omitting  in  that  paragraph  at  the  end  "by 
the  Conference  " — the  words  at  the  end — "  by  the  Conference  when 
assembled."  and  substitute  therefor  "  by  the  by-laws  of  the  cor- 
poration." 
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President  Lutz  :  That  is  the  motion. 

Charles  W.  Gerstenberg  (New  York)  :  No,  I  made  it  alterna- 
tive, that  we  approve  it  in  either  form,  that  we  call  the  attention  of 
the  committee  to  the  fact  that  this  question  has  arisen  and  ask  them 
to  consider  the  alternative.  I  think  that  would  meet  with  Mr.  Long's 
suggestion. 

S.  E.  Leland  (Illinois)  :  I  would  like  to  raise  a  question  as  to 
whether  or  not  this  next  to  the  last  paragraph,  the  one  that  contains 
the  material  with  reference  to  the  four-fifths  vote,  does  not  fall  in 
the  same  category  as  the  paragraph  now  under  discussion  falls  in. 
If  one  belongs  in  the  by-laws,  it  seems  to  me  the  other  belongs 
equally  in  the  by-laws,  and  that  you  are  binding  yourselves  for  all 
time  to  come  in  your  charter  a  matter  which  ought  to  be  determined 
in  the  by-laws.  It  seems  to  me  if  one  goes,  both  should  go,  other- 
wise we  are  in  the  predicament  that  we  sought  to  avoid. 

Henry  F.  Long  (Massachusetts)  :  While  we  are  considering  this 
here,  I  would  like  to  have  you  all  take  the  paper  you  have  and  read 
the  first  five  or  six  words  of  that  paragraph,  which  says  "  at  any 
Conference  which  the  corporation  may  organize,"  and  then  it  goes 
on  with  this  other  part  we  are  thinking  about.  Now,  think  of  it  in 
connection  with  the  corporation  organizing  the  Conference.  Now, 
organizing  the  Conference  means  to  lay  down  certain  things  which 
that  Conference  must  do  before  it  springs  into  being.  Now  I  think 
we  are  reading  something  in  the  back  part  of  this  paragraph  which 
is  more  or  less  unessential,  and  the  very  essential  part  of  this  whole 
thing  is  contained  in  the  very  first  sentence  of  this  paragraph. 
Perhaps  we  might  have  a  moratorium  here  for  a  while  and  read 
over  the  paragraph  with  the  legal  thought  and  put  our  emphasis  on 
the  part  of  the  paragraph  worth  while.  I  think  we  are  looking  at 
something  that  ought  not  to  bother  us  a  bit,  and  the  more  I  read  it 
the  more  I  am  convinced  that  the  committee  was  right,  and  we  are 
running  around  here  like  children. 

R.  W.  Newton  (Michigan)  :  Some  of  us  are  unable  to  follow 
the  suggestion  of  the  last  speaker  for  the  reason  there  were  not 
sufficient  copies  of  this  very  interesting  charter  to  go  around;  there- 
fore, I  would  like  to  ofifer  a  substitute  for  the  original  motion,  in 
this  form,  that  the  Association  accept  the  report  as  given,  with  the 
proviso  that  the  committee  be  empowered,  after  reading  the  minutes 
of  this  discussion,  to  make  changes  along  the  specific  lines  sug- 
gested, if  they  so  desire. 

(Motion  duly  seconded) 

President  Lutz  :  We  have  a  substitute  motion,  the  purport  of 
which  is  that  the  Association  approve  the  certificate  of  incorpora- 
33 
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tion  as  originally  drafted,  and  that  the  committee  in  charge  of  it  be 
empowered,  after  reading  the  minutes  of  this  discussion,  to  make 
such  changes  in  that  certificate  before  filing  it  with  the  legal  author- 
ities of  the  District  of  Columbia  as  may  be  by  them  deemed  proper. 

C.  P.  Link  (Colorado)  :  I  rise  for  information.  Does  that  just 
apply  to  this  one  point?     There  is  another  point. 

pRESiuEXT  LuTZ :  That  applies  to  the  whole  thing. 

C.  P.  Link  (Colorado)  :  If  you  please,  before  we  wind  up  the 
whole  thing  1  should  like  very  much  to  raise  another  point. 

Presidknt  Lutz:  1  gave  Mr.  Fairchild  the  floor. 

Fred  R.  Fairchilu  (Connecticut)  :  It  seems  to  me  that  this  is  a 
matter  for  this  National  Tax  Association,  here  legally  assembled, 
to  pass  over  with  complete  power  to  a  committee.  Nobody  has 
higher  respect  than  I  for  the  personnel  of  this  committee  and  for 
their  judgment,  and  I  wish  one  or  all  of  the  members  of  it  were 
here  to  join  in  this  discussion;  but,  after  all,  this  is  the  National  Tax 
Association,  legally  assembled  to  transact  business.  Now,  either  we 
are  prepared  to  make  our  decision  and  transact  our  business  now  or 
else  we  are  not.  1  should  much  prefer  to  see  this  matter  lie  on  the 
table  until  the  next  annual  Conference — it  has  already  been  hang- 
ing fire  for  two  or  three  years — than  to  pass  an  unsatisfactory  mo- 
tion and  leave  the  matter  to  the  decision  of  any  committee  no  matter 
how  able  and  well  constituted.  Personally  I  think  Mr.  Whitney  and 
Mr.  Tobin  are  exactly  right;  and  the  amendment  proposed  by  Mr. 
Tobin  would  settle  the  matter  in  complete  harmony  with  our  past 
procedure. 

You  may  recall  that  this  matter  of  the  voting  in  the  Conference 
has  been  up  for  discussion  here  for  some  years.  It  was  tlie  subject 
of  the  report  of  a  committee  two  years  ago,  of  which  I  happened  to 
be  the  chairman,  and  it  was  discussed  at  great  length  at  the  last 
Conference  in  Toronto.  In  all  of  those  discussions  the  argument 
was  that  we  discuss  those  provisions  of  the  by-laws  of  the  Associa- 
tion which  relate  to  the  membership  of  the  Conference.  I  cannot 
see  how  we  can  possibly  call  our  Conferences  hereafter  unless  there 
is  provision  for  the  personnel  of  those  Conferences.  We  have 
always  secured  credentials  from  authorized  sources  for  the  dele- 
gates in  attendance  upon  the  Conference,  and  determined  whether 
those  credentials  were  in  due  form.  If  this  Association  is  not  now 
prepared  to  take  some  action  such  as  Mr.  Tobin's  motion  contem- 
plates, I  should  much  prefer  that  we  resubmit  this  to  the  committee 
or  lay  it  on  the  table  for  consideration  at  the  next  legally  called 
meeting  of  the  Association. 
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C.  p.  Link  (Colorado)  :  It  seems  to  me  that  we  are  getting  into 
a  little  bit  of  a  muddle  here.  The  substitute  motion  bars  us  all  out, 
unless  we  speak  to  everything  before  it  is  voted;  therefore,  I  want 
to  call  attention  to  another  very  important  point,  in  my  judgment, 
in  which  we  are  entirely  changing  our  policy  of  the  past.  This  is 
with  all  due  respect  to  the  committee.  Dr.  Adams  and  Dr.  Bullock 
happen  to  be  members  of  the  Executive  Committee,  as  well  as  past 
presidents,  and  it  may  have  been  with  some  delicacy  on  their  part, 
and  I  submit  one  of  the  very  best  practices  we  have  had  in  the  past 
is  that  besides  the  nine  elected  members,  we  have  made  our  presi- 
dent, vice-president,  our  secretary  and  our  treasurer,  and  our  past 
presidents  members  of  the  Executive  Committee.  I  think  that  is 
one  of  the  very  best  precedents  we  have  had.  It  is  due  respect  and 
it  is  tying  up  and  keeping  a  safeguard.  Now,  we  all  know  this 
work  is  all  left  to  our  secretary  and  treasurer  and  active  president, 
and  I  should  very  much  hate  to  see  us  get  away  from  that  precedent. 
Now,  I  presume  Dr.  Bullock  and  Dr.  Adams  and  Mr.  Holcomb 
have  said  here  in  the  last  clause  that  the  committee  should  start  in 
with  an  executive  committee  of  thirteen  members,  and  therefore  I 
think  we  are  in  a  little  bit  of  a  mess  here,  with  an  amendment,  and 
an  amendment  to  the  amendment,  and  an  amendment  to  that  amend- 
ment. I  don't  know  just  how  I  want  to  submit  the  matter,  but  I  do 
want  in  some  way  to  suggest  that  we  write  into  his  amendment 
"  our  active  officers,"  which  is  as  we  have  done  in  the  past. 

President  Lutz  :  Permit  me  this  word  of  explanation :  Certain 
members  provided  for  in  that  last  paragraph  are  composed  of  the 
four  officers  for  the  year  and  the  nine  elected  members,  which  gives 
you  thirteen  members.  Now,  Mr.  Holcomb  in  his  memorandum 
quoted  directly  from  the  law  of  the  District  of  Columbia,  in  which 
it  was  said  that  the  only  requirement  of  your  certificate  of  incor- 
poration was  that  the  number  of  the  executive  committee  must  be 
stated  for  the  first  year  only.  We  are  simply  getting  it  started  here, 
and  that  is  all  you  need  put  into  the  certificate  of  application  in 
order  to  comply  with  the  law.  Your  by-laws  will  take  care  of  that 
as  soon  as  you  get  under  way. 

Charles  J.  Tobin  (New  York)  :  That  is  all  right. 

President  Lutz  :  The  vote  will  be  taken  first  upon  Mr.  Tobin's 
motion  to  substitute  in  the  last  sentence  of  the  paragraph  under 
discussion  "  in  such  manner  as  shall  be  determined  by  the  by-laws 
of  the  corporation." 

Mr.  R.  a.  Vandegrift  (California)  :  I  rise  to  a  point  of  order. 
1  think  the  last  amendment  should  be  voted  on  first. 

Franklin  S.  Edmonds  (Pennsylvania)  :  May  I  ask  Dr.  Fair- 
child  whether  he  intends  to  make  a  motion  to  postpone  for  a  year? 
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My  feeling  is  there  is  a  lot  of  wisdom  in  that  motoin.  I  am  not 
familiar  with  the  forms  of  charters  in  the  District  of  Columbia,  but 
in  our  jurisdiction  we  would  be  inclined  to  hold  both  of  those  para- 
graphs relating  to  the  Conference  as  not  germane  to  the  charter 
itself,  but  something  to  be  determined  by  the  constitution  and  by- 
laws adopted  later.  Now,  I  think  with  Mr.  Long  and  the  others 
who  have  spoken  on  that  side  of  the  case  that  there  is  great  merit 
in  the  recommendation  that  comes  from  this  committee,  but  we  do 
not  see  the  merit,  and  it  is  not  perhaps  fair  to  ask  us  to  take  a  step 
in  the  dark,  unless  there  is  some  vital  interest  of  the  Association  to 
be  served  by  incorporation  this  coming  year,  and  personally  I  know 
of  none.  It  seems  to  me  Mr.  Fairchild's  motion  would  solve  the 
problem  for  the  present  and  would  bring  up  the  discussion  again  at 
a  time  when  the  members  of  the  committee  would  be  present  and  we 
could  understand  what  they  had  in  mind. 

Fred  R.  Fairchild  (Connecticut)  :  I  did  not  make  a  motion. 
Mr.  President,  but  I  am  glad  to  make  the  motion  now,  that  this 
matter  be  postponed  until  the  next  meeting  of  the  National  Tax 
Association.  It  seems  to  me  you  can  either  vote  for  or  against  that 
motion  without  delaying  things.  You  can  vote  it  down,  and  if  it  is 
carried  that  settles  the  matter  for  this  time. 

Francis  N.  Whitney  (New  York)  :  We  have  marched  up  hill 
and  down  again,  and  up  and  down,  and  seem  to  be  going  on.  If 
this  Association  and  this  personnel  here  today  is  not  competent  to 
pass  upon  the  articles  of  incorporation,  we  better  shut  up  shop.  It 
is  a  simple  matter  to  adopt  Mr.  Tobin's  amendment,  and  that  cer- 
tainly will  cure  it.  It  is  to  be  fixed  in  the  by-laws.  What  possible 
objection  can  there  be  to  that?  Certainly  the  Conference  cannot 
fix  its  own  membership,  as  the  gentleman  from  Illinois  said,  be- 
cause they  have  no  membership  to  vote  on  rules.  You  have  to  be  a 
delegate  before  you  can  vote  to  adopt  any  rules.  You  cannot  have 
a  horde  come  here.  It  would  not  be  a  Conference.  He  put  his 
finger  right  on  a  sore  spot.  I  would  adopt  the  amendment  of  Mr. 
Tobin. 

Charles  W.  Gerstenherg  (New  York)  :  It  would  be  just  as  easy 
to  amend  next  year.  I  think  we  should  all  adopt  Mr.  Fairchild's 
motion. 

William  Bailey  (Utah)  :  I  have  been  going  into  this  consider- 
ably, and  I  am  absolutely  convinced  that  there  are  good  reasons  why 
it  should  be  done  at  once.  There  are  certain  securities  and  certain 
bills  that  we  have  that  need  to  be  cared  for,  and  this  Association  is 
changing  fast,  and  I  don't  think  we  ought  to  wait  another  year. 
Now,  it  would  be  an  easy  matter.  If  we  do  not  fix  it  here  we  can 
do  it  in  the  by-laws,  and  I  would  be  in  favor  of  Tobin's  motion. 
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I  would  not  like  to  see  you  postpone  it.  I  don't  want  to  go  into  that 
at  this  time,  but  I  am  sure  there  are  good  reasons  why  it  should  be 
done  now  and  not  postpone  it  a  year. 

Fred  R.  Fairchilu  (Connecticut)  :  I  withdraw  my  motion  and 
relieve  the  situation  to  that  extent. 

George  Vaughax  (Arkansas)  :  I  move  the  whole  matter  he  laid 
on  the  table. 

Francis  X.  Whitxey  (New  York)  :  I  rise  to  a  point  of  order. 
A  motion  to  lay  on  the  table  is  not  debatable.  Senator  Vaughan 
ought  to  know  that. 

George  Lord  (Michigan)  :  I  want  to  rise  to  a  point  of  order.  If 
he  lays  the  amendments  on  the  table,  it  carries  the  charter  with  it. 
If  that  motion  is  adopted,  offered  by  Mr.  Vaughan,  the  charter  goes 
on  the  table  wath  the  amendment. 

President  Lutz  :  The  question  is  on  the  motion  as  submitted  by 
Mr.  Tobin.  There  was  an  amendment  proposed,  but  it  was  a  double- 
barreled  amendment  and  I  ruled  it  was  not  in  order. 

Francis  X.  Whitney  (Xew  York)  :  The  motion  is  to  lay  on 
the  table. 

President  Lutz  :  Those  in  favor  of  laying  on  the  table,  say  Aye. 

(Ayes) 

President  Lutz:  Those  opposed,  Xo. 

(Xoes) 

( ]\Iotion  failed  to  carry) 

President  Lutz  :  The  question  recurs  then  on  the  amendment 
submitted  by  Mr.  Tobin.  I  will  state  it  again.  "  Voting  upon  such 
questions  shall  be  vested  in  such  persons  in  attendance  and  ex- 
pressed in  such  manner  as  may  be  determined  by  the  by-laws  of 
the  corporation.     Those  in  favor  of  this  motion — 

Francis  X.  Whitney  (Xew- York)  :  Don't  you  think  we'd  better 
put  in  the  two  words  "  constitution  "  or  "  by-laws  "'  ?  Then  there 
will  be  no  question  about  it. 

George  H.  Sullivan  (Minnesota)  :  Mr.  President,  what  we  are 
adopting  is  the  constitution.  It  may  not  be  known  by  that  name,  but 
that  is  what  it  is.  Xow,  so  that  the  amendment  suggested  by  the 
distinguished  gentleman  from  Xew  York,  which  I  believe  proper. — 
I  think  Mr.  Tobin's  amendment  is  perfectly  proper,  and  it  merely 
clarifies  something  w^hich  would  otherwise  be  mooted,  and  we  ought 
to  have  it  definitely  understood  that  the  by-laws  which  will  provide 
for  the  qualifications  of  delegates  to  this  Conference  be  made  in 
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time  so  that  persons  who  were  thinking  about  coming  here  would 
know  to  what  authority  to  apply  to  secure  proper  credentials,  and 
that  is  really  at  the  basis  of  Mr.  Tobin's  motion.  It  is  merely  to 
know  in  advance  so  that  if  I  want  to  come  here  and  think  I  ought 
to  be  here,  I  can  go  to  tlie  Governor  or  to  some  college  or  to  some 
other  institution  that  will  give  me  something  that  will  be  recognized 
here  so  that  I  will  not  come  in  vain.  I  think  that  is  the  substance 
in  iNIr.  Tobin's  mind. 

President  Lutz  :  The  question  is  on  the  adoption  of  the  Tobin 
amendment. 

Seth  Cole  (New  York)  :  It  seems  to  me  there  is  more  or  less 
misunderstanding  concerning  this  provision  of  the  constitution. 
For  one,  I  do  not  feel  that  I  wish  to  vote  upon  this  question  without 
having  the  benefit  of  the  advice  of  some  of  the  members  of  the 
committee  who  have  prepared  this  constitution  and  who  have  labored 
upon  it  carefully  for  a  long  period  of  time.  This  question  has 
nothing  whatsoever  to  do  with  the  qualifications  of  members,  how 
they  come.  That  is  to  be  determined  in  such  manner  as  the  National 
Tax  Association  by  its  by-laws  may  provide.  The  first  portion  of 
the  paragraph  which  provides  that  at  any  Conference  which  the 
corporation  may  organize,  attention  has  been  directed  to  that  when 
the  corporation  organizes  a  Conference  it  provides  who  shall  attend, 
from  whom  they  shall  obtain  their  credentials.  This  portion  of  the 
constitution  under  discussion  relates  only  to  the  method  of  voting 
by  those  who  are  properly  in  attendance,  in  accordance  with  the 
call  for  the  Conference.  I  do  not  know  as  to  the  merits  of  whether 
the  Conference  should  determine  how  votes  should  be  taken  or 
whether  it  should  be  fixed  by  the  by-laws  of  the  Association,  but  I 
think  it  would  be  a  mistake  to  pass  upon  that  question  without  hav- 
ing the  benefit  of  the  advice  of  some  member  of  this  committee  or 
all  of  the  members. 

(Call  for  the  question) 

President  Lutz  :  I  would  put  the  question,  but  the  remarks  of 
the  gentleman  who  has  just  spoken  did  raise  this  thought  in  my 
own  mind — 

Charles  J.  Tobix  (New  York)  :  We  control  it  today  in  the  con- 
stitution of  the  Association.  It  is  controlled  in  Article  3,  Section  4. 
Now.  that  is  the  answer  to  it.  In  other  words,  we  have  absolutely 
defined  who  may  come  to  these  conferences  and  how  the  voting 
power  shall  be  in  these  Conferences.  Now,  under  your  present 
charter  that  we  propose  here  today,  you  are  going  to  leave  the  Con- 
ference entirelv  undefined. 
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Henry  F.  Long  (Massachusetts)  :  I  take  exception  to  that,  be- 
cause I  do  not  think  we  are  going  to.  I  think  any  Conference  the 
organization  may  organize,  the  Conference  can  say  how  that  Con- 
ference shall  be  organized ;  and  it  goes  right  back  to  what  Mr.  Tobin 
calls  attention  to  now  in  the  articles,  in  the  present  constitution  of 
the  Association. 

President  Lutz  :  In  order  that  I  may  be  permitted  to  talk  and 
occupy  the  chair  at  the  same  time,  this  is  the  thought  raised  in  my 
own  mind  by  the  gentleman  who  spoke  a  moment  ago :  For  ex- 
ample, when  the  Conference  assembles  it  may  decide  whether  those 
delegates  properly  qualified  to  vote  shall  vote  individually  or  whether 
the  states  they  represent  shall  cast  one  vote,  or  half  a  vote,  or  two 
votes.  I  think  that  is  the  subject  matter  of  the  last  part  of  this 
paragraph.  When  the  Conference  assembles  they  will  decide  how 
the  vote  is  to  be  called  on  any  question  before  the  Conference,  which 
the  Conference  may  determine  for  itself,  how  that  vote  will  be 
taken.  However,  the  question  is  called  for,  and  those  in  favor  of 
the  motion  to  amend  signify  by  saying  Aye. 

(Ayes) 

President  Lutz  :  Those  opposed.  No. 

(Noes) 

President  Lutz:  The  motion  is  carried. 

Henry  F.  Long  (Massachusetts)  :  I  doubt  the  vote. 

President  Lutz  :  The  motion  is  carried. 

Henry  F.  Long  (Massachusetts)  :  As  I  understand  it,  Mr.  Chair- 
man, we  are  now  voting  under  the  present  arrangement  of  the 
National  Tax  Association,  and  I  wonder  if  the  secretary  can  tell  us 
what  percentage  of  a  vote  has  to  govern  and  control  a  vote  of  this 
kind. 

Francis  N.  Whitney  (New  York)  :  There  is  no  provision  for 
that. 

Charles  J.  Tobin  (New  York)  :  I  move  the  charter  as  amended 
be  adopted. 

(Motion  duly  seconded) 

President  Lutz  :  Is  there  discussion  ? 

(Call  for  question  on  the  motion) 

President  Lutz:  If  not,  those  in  favor  of  approving  the  charter 
as  amended  signify  by  saying  Aye. 

(Ayes) 
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President  Lutz  :  Those  opposed,  No. 
(Noes) 

i'RESiuENT  LuTZ :  Carried. 

George  Vaughan  (Arkansas)  :  Is  that  the  vote  on  the  accep- 
tance of  the  charter  as  a  whole  ? 

President  Lutz  :  Yes. 

George  Vaughan  (Arkansas)  :  I  rise  to  a  point  of  order,  and 
want  to  point  out  that  the  fourth  paragraph,  which  has  not  been 
discussed  at  all,  nullifies  the  whole  proposition. 

President  Lutz  :  The  vote  had  been  taken  and  announced  before 
your  point  had  been  raised. 

George  Vaughan  (Arkansas)  :  I  thought  it  was  on  the  amend- 
ment.    Didn't  Mr.  Long  ask  for  a  count  on  the  amendment? 

President  Lutz  :  I  didn't  understand  that  he  pressed  the  point. 

Henry  F.  Long  (Massachusetts)  :  I  questioned  the  vote. 

Voice  :  You  did  not  ask  for  a  count. 

President  Lutz  :  1  said  I  thought  it  was  carried,  and  he  did  not 
appeal  for  a  count. 

George  H.  Sullivan  (Minnesota)  :  I  suggest  that  the  motion  be 
reconsidered  so  as  to  give  the  gentleman  from  Arkansas  an  oppor- 
tunity to  explain  what  his  point  is. 

President  Lutz:  You  move  that? 

George  H.  Sullivan  (Minnesota)  :  Yes. 

Oscar  Leser  (Maryland)  :  Seconded. 

President  Lutz  :  Moved  that  the  vote  on  adopting  the  charter 
be  reconsidered. 

(Ayes  and  Noes) 

President  Lutz:  It  is  carried.  Will  Mr.  Vaughan  state  his 
point  ? 

George  Vaughan  (Arkansas)  :  The  point  I  wish  to  raise.  Air. 
President,  is  the  language  in  the  fourth  paragraph :  "  The  Board  of 
Alanagers  of  the  corporation,  who  shall  be  called  the  executive  com- 
mittee, shall  for  the  first  year  of  its  existence  be  thirteen."  Now, 
that  is  a  peculiar  expression,  and  if  it  means  anything,  it  means 
after  the  first  year  there  is  no  provision  for  any  managers  at  all. 

Charles  J.  Tobin  (New  York)  :  It  is  copied  from  the  statute. 
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George  Vaughan  (Arkansas)  :  The  District  of  Columbia  law 
has  not  been  read  here. 

Secretary  Query:  I  have  a  copy  of  it. 

George  Vaughan  (Arkansas)  :  Let  us  read  that  so  that  we  know 
what  we  are  doing. 

Secretary  Query  (reading)  :  ''  It  shall  contain  the  number  of 
the  trustees,  the  directors  or  managers  for  the  first  year  of  the  ex- 
istence of  the  corporation." 

George  Vaughan  (Arkansas)  :  That  does  not  say  that  there  shall 
be  managers,  though. 

Secretary  Query  :  That  is  in  compliance  with  the  statute. 

George  Vaughan  (Arkansas)  :  Any  corporation  cannot  exist  at 
all  except  through  its  managers  and  trustees,  and  this  is  kind  of  a 
negative  statement,  that  for  the  first  year  there  shall  be  thirteen 
and  nothing  in  the  law  to  show  how  many  we  shall  have  after  the 
first  year.  There  is  nothing  to  show  how  many  trustees  there  would 
be  after  the  expiration  of  the  first  year,  and  if  there  is  nothing  to 
show,  my  position  is,  there  would  be  no  managers  and  there  would 
be  no  corporation. 

Mr.  Riley  :  I  move  the  chair  be  authorized  to  appoint  five  cor- 
poration attorneys  to  rule  on  parliamentary  procedure. 

President  Lutz  :  The  chairman  willl  be  very  glad  to  have  very 
competent  advice  in  the  tortuous  parliamentary  channels  we  are 
now  treading.  Apparently  the  motion  to  reconsider  places  once 
more  the  question  up  for  the  adoption  of  the  charter. 

George  Lord  (Michigan)  :  We  have  in  the  hall  Mr.  Colladay,  a 
very  prominent  attorney  of  the  District  of  Columbia,  who  may  be 
able  to  explain  something  to  us  about  corporations  of  this  character. 
I  wish  the  chair  would  call  on  Mr.  Colladay  to  make  an  explanation 
of  this  charter. 

President  Lutz:  Any  explanation  'Sir.  Colladay  can  offer,  I  am 
sure  will  be  welcomed. 

Mr.  Colladay  :  I  would  not  undertake  to  make  an  explanation 
unless  I  knew  what  the  troublesome  question  is. 

President  Lutz  :  You  have  it  in  your  hand. 

]Mr.  Colladay  :  There  must  be  some  particular  problem  involved 
here  in  one  of  these  paragraphs. 

President  Lutz  :  Come  forward,  Mr.  Colladay.  You  have  a  copy 
of  the  charter.     On  the  second  page,  the  first  difficulty  is  encoun- 
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tered  in  the  first  paragraph  at  the  top  of  the  second  column,  begin- 
ning with  "At  any  conference  which  the  corporation  may  organize." 

Mr.  Colladay  (reads  document)  :  What  is  the  question  in  rela- 
tion to  that  paragraph  ? 

President  Lutz  :  The  question  is,  does  that  look  all  right  to  you? 

Mr.  Colladay  :  Mr.  President,  I  am  not  certain  that  I  gather  the 
meaning  that  the  person  intended  by  drafting  this  paragraph,  but 
on  my  hasty  reading  I  assume  it  is  intended  to  provide  for  a  Con- 
ference which  shall  be  assembled  under  the  auspices  of  the  cor- 
poration, or  aided  by  the  corporation,  and  that  then  so  far  as  that 
Conference  is  concerned  it  is  separate  from  the  corporation,  and  as 
such  I  see  no  objection  to  the  paragraph. 

George  Vaughan  (Arkansas)  :  Let  me  ask  the  esteemed  gentle- 
man as  to  how  that  conference  could  come  into  being? 

Mr.  Colladay  :  In  any  way  in  which  the  managing  officials  of 
the  corporation  might  provide  by  resolution. 

George  H.  Sullivan  (Minnesota)  :  An  amendment  was  offered 
by  Mr.  Tobin  to  the  effect  that  the  by-laws  should  provide  the  quali- 
fications for  voting  at  such  a  conference,  and  the  suggestion  was 
made  that  that  might  have  been  included  in  the  words  that  they 
would  have  power  to  organize  such  a  conference,  and  the  counter 
suggestion  was  made  to  specifically  state  that  the  by-laws  might 
provide  for  the  qualifications  of  those  who  could  vote  at  such  con- 
ference would  tend  to  clarify  and  continue  an  old  existing  practice 
of  the  Association. 

Mr.  Colladay:  It  might  clarify  it,  but  it  also  might  be  found  to 
retroact  in  practice,  and  it  seems  to  me,  as  long  as  I  am  here  to 
express  opinions,  it  would  be  better  to  leave  as  much  freedom  in 
that  respect  as  possible,  and  carry  that  out  through  a  standing  reso- 
lution. 

George  Lord  (Michigan)  :  Mr.  Colladay,  wouldn't  it  be  within 
the  power  of  the  board  of  managers  of  this  corporation  to  embody 
in  the  by-laws  of  the  corporation  the  power  of  voting  or  the  matter 
of  voting  at  these  conferences?  In  other  words,  is  it  necessary  to 
embody  a  provision  in  the  charter  of  the  corporation  providing  for 
the  manner  in  which  the  voting  shall  be  done  or  by  whom  it  should 
be  done  at  these  conferences?  Couldn't  that  be  left  to  the  board  of 
managers  in  the  adoption  of  the  by-laws  to  embody  a  provision  there 
for  that  purpose  ? 

Mr.  Colladay  :  I  think  it  would  be  much  better  not  to  have  it  in 
the  charter,  but  to  have  it  in  the  by-laws  or  to  carry  it  through  a 
standing  resolution. 
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George  Lord  (Michigan)  :  And  it  will  not  be  necessary  to  have 
a  provision  in  the  charter  delegating  that  power  to  the  board  of 
managers?  The  law  of  the  District  of  Columbia  gives  that  power 
to  the  managers  ? 

Mr.  Colladay  :  There  is  an  express  provision  in  the  code  of  law 
of  the  District  of  Columbia  empowering  the  governing  body  of  the 
corporation,  whether  called  managers,  trustees  or  directors,  to  adopt 
all  necessary  by-laws  and  to  amend  them  from  time  to  time. 

George  Lord  (Michigan)  :  Then,  Mr.  Chairman,  I  see  no  neces- 
sity for  all  of  these  amendments,  and  I  am  in  favor  of  adopting  this 
charter  as  written. 

Question  :  If  the  certificate  of  incorporation  provides  that  the 
vote  shall  be  as  determined  by  the  conference,  not  as  determined  by 
the  by-laws  or  by  the  board  of  managers,  then  under  the  laws  of 
the  District  of  Columbia  does  the  board  of  managers  have  the  right 
or  authority  to  determine  who  shall  vote? 

Mr.  Colladay  :  In  my  opinion — and  in  expressing  this  opinion  I 
am  not  controlled  alone  by  the  laws  of  the  District  of  Columbia  but 
by  what  little  knowledge  I  may  have  of  corporation  law  in  general — 
this  paragraph  in  effect  means  this,  that  the  corporation  will  call  the 
conference  into  existence,  and  then  release  its  hold  on  it,  and  from 
that  time  on  the  conference  is  operating  under  its  own  control  and 
will  prescribe  the  qualifications  of  voters  therein. 

Charles  J.  Tobin  (New  York)  :  May  I  ask  Mr.  Colladay  right 
there — I  want  him  to  read  the  constitution  of  the  Association. 

Mark  Graves  (New  York)  :  I  would  like  to  ask  Mr.  Colladay  a 
question :  And  that  conference,  so  assembled,  which  is  to  adopt  its 
own  rules  of  procedure  on  voting,  consists  of  delegates  appointed 
in  such  manner  as  this  corporation  shall  have  indicated  in  its  invi- 
tation ? 

INIr.  Colladay  :  Are  you  still  confining  your  question  to  this  one 
paragraph  ? 

Mark  Graves  (New  York)  :  The  point  I  am  making  is  that  in 
any  conference  which  this  corporation  shall  organize,  the  people 
who  are  assembled  there  and  constitute  the  conference  are  delegates 
appointed  by  governors,  or  in  such  other  manner  as  this  corpora- 
tion may  determine — those  people  have  assembled  in  a  room  to  hold 
a  conference.  The  corporation  has  controlled  the  formation  of  the 
conference  up  to  that  point.  Now,  those  people  are  the  ones  that 
constitute  the  conference;  it  is  not  a  mob  of  people  who  have  come 
from  the  dififerent  points  of  the  compass,  but  delegates  selected  in 
the  manner  that  this   corporation   has   indicated;   now,   when   vou 


524  NATIONAL  TAX  ASSOCIATION 

have  gotten  together,  it  is  perfectly  natural  and  logical,  at  least  so 
it  seems  to  me,  that  they  shall  determine  the  method  of  voting. 

Mr.  Colladay:  Certainly.  If  I  may  illustrate  in  a  manner  in 
which  I  think  it  may  be  clearly  understood,  both  by  members  and 
any  parties  here,  this  corporation  will  stand  in  the  same  relation  to 
the  conference  that  a  Republican  or  Democratic  national  committee 
stands  to  a  national  convention.  The  national  committee  assembles 
and  calls  a  convention.  The  national  committee  provides  in  that 
call  the  necessary  provisions  as  to  who  may  sit  in  that  convention. 
When  the  convention  assembles  it  has  its  own  power.  That  would 
be  the  situation  with  this  conference. 

Henry  F.  Long  (Massachusetts)  :  Mr.  Colladay,  you  see  it  ex- 
actly as  we  are  operating  now  ? 

Mr.  Colladay:  Certainly. 

George  Vaughax  (Arkansas)  :  Two  questions,  so  you  may  un- 
derstand the  status  of  the  whole  corporation :  Is  it  not  true  that  a 
majority  of  incorporators  must  be  citizens  of  the  District  of  Co- 
lumbia? 

Mr.  Colladay  :  Yes,  sir. 

George  Vaughan  (Arkansas)  :  And  is  it  not  true  that  those  in- 
corporators would  he  tlie  persons  who  would  adopt  the  first  by-laws? 

Mr.  Colladay  ;  In  the  first  instance,  yes. 

George  Vaughax  (Arkansas)  :  And  also  name  the  first  trustees 
and  managers? 

Mr.  Colladay  :  Yes. 

George  Vaughan  (Arkansas)  :  Then  the  control  of  this  cor- 
poration would  be  vested  in  a  group  the  majority  of  whom  must  be 
residents  of  the  District  of  Columbia? 

Mr.  Colladay  :  Yes,  sir. 

(After  a  pause  no  further  questions  were  asked  of  Mr.  Colladay.) 

Mr.  Colladay:  May  I  be  excused,  Mr.  President? 

Mark  Graves  (New  York)  :  I  move  a  vote  of  thanks. 

(Motion  duly  seconded) 

President  Lutz  :  We  are  all  indebted  to  Mr.  Colladay. 

Henry  F.  Long  (Massachusetts)  :  I  suggest,  Mr.  President,  to 
show  due  courtesy  to  Mr.  Colladay,  all  the  motions  ought  to  be  re- 
called and  a  new  motion  made  and  submitted  to  the  convention. 

Voices:  No. 
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Oscar  Leser  (Maryland)  :  I  would  like  to  ask  a  question.  Who 
are  to  be  the  incorporators  of  this  corporation?  We  are  now  in- 
formed that  two  out  of  three  must  be  residents  of  the  District  of 
Columbia. 

President  Lutz  :  I  cannot  answer  the  question. 

Oscar  Leser  (Maryland)  :  It  seems  to  me  we  are  entitled  to 
know  the  people  who  are  to  commit  us  to  these  by-laws. 

President  Lutz:  We  have  before  us  this  certificate  of  incor- 
poration as  amended  by  the  Tobin  amendment,  but  which  I  had  on 
previous  occasion  ruled  to  be  adopted.  What  is  your  pleasure  with 
respect  to  that  certificate  ? 

Seth  Cole  (New  York)  :  As  I  understand  it,  the  Tobin  resolu- 
tion has  not  been  passed.   There  was'  a  motion  to  reconsider  the  vote. 

President  Lutz  :  The  motion  was  a  motion  to  reconsider  the 
vote  to  adopt  the  charter  as  amended.  We  come  back  now  with  the 
charter  as  amended  before  the  Association. 

(Calls  for  question  on  the  motion) 

President  Lutz  :  The  question  recurs  again — well.  I  really  have 
no  motion  now. 

Mr.  V^andegrift  (California)  :  I  move  the  adoption  of  the  char- 
ter as  amended. 

(Alotion  duly  seconded) 

(Calls  for  the  question) 

President  Lutz  :  Those  in  favor  of  adopting  the  charter  as 
amended  signify  by  saying  Aye. 

(Ayes) 

President  Lutz  :  Opposed,  No. 

(Noes) 

President  Lutz  :  The  vote  is  carried. 

We  have  one  other  matter  of  business  before  this  Association 
adjourns. 

The  Secretary  advises  me  that  there  are  certain  other  resolutions 
which  it  is  necessary  for  the  Association  to  adopt,  having  adopted 
the  certificate  of  incorporation.  Will  the  Secretary  read  these  pro- 
posals or  resolutions  ? 

Secretary  Query  :  Resolved,  That  the  form  of  certificate  of  in- 
corporation of  the  National  Tax  Association  submitted  to  this  meet- 
ing by  the  Committee  on  Incorporation  is  hereby  approved  and  the 
committee  is  hereby  authorized  and  directed  to  proceed  with  the 


526  NATIOXAI.  TAX   ASSOCIATION 

incorporation  of  the  Association  under  the  laws  of  the  District  of 
Cohniibia,  with  a  certificate  of  incorporation  in  substantially  such 
form; 

Rcsoli-cd.  further,  That  the  said  committee  is  authorized  and 
directed  to  arrange  for  a  meeting  of  incorporators,  for  the  purpose 
of  organization,  the  adoption  of  by-laws,  the  election  of  officers  and 
members  of  an  executive  committee  and  to  transact  such  other  mat- 
ters as  may  be  appropriate,  such  by-laws  to  control  and  such  officers 
and  members  of  the  executive  committee  to  be  composed,  so  far  as 
practicable,  of  the  existing  officers  and  members  of  the  executive 
committee  of  this  Association,  and  to  hold  office  until  the  first  gen- 
eral meeting  of  the  members  of  the  corporation ; 

Resolved,  further,  That  the  officers  of  this  Association  are  author- 
ized to  transfer  all  the  assets  and  property  of  this  Association  to 
said  corporation ; 

Resolved,  further.  That  inasmuch  as  the  new  corporation  is  in- 
tended to  be  a  continuation,  under  corporate  form,  of  this  Associa- 
tion, the  present  members  of  this  Association  hereby  consent  and 
agree  to  be  continued  as  members  of  the  corporation,  without  action 
on  their  part  or  on  the  part  of  the  officers  of  the  corporation. 

President  Lutz  :  You  have  heard  the  reading  of  this  series  of 
resolution.  They  provide  your  approval.  They  constitute,  if 
adopted,  your  approval  of  the  necessary  steps  to  be  taken. 

(]Motion  made  to  adopt) 

(Motion  duly  seconded) 

(Call  for  the  question) 

(Ayes  and  Noes.     Motion  carried) 

President  Lutz  :  Any  other  business,  Mr.  Secretary  ? 

Secretary  Query  :  That  is  all. 

President  Lutz:  It  becomes  now  my  duty  to  perform  the  last 
official  act  of  my  tenure  of  office,  namely,  to  call  for  a  report  of  the 
Committee  on  Nominations.  Before  I  ask  the  chairman  of  that 
committee  to  make  his  report,  however,  I  should  like,  although  the 
hour  is  late,  to  say  just  one  word  of  appreciation  of  the  way  in 
which  you  have  cooperated  with  me  in  the  conduct  of  this  confer- 
ence. I  am  very  glad  that  we  have  set  a  new^  record  for  Detroit, 
or  Memphis,  or  some  other  city,  to  shoot  at  in  the  matter  of  attend- 
ance. I  am  even  more  happy  that  we  have  been  able  to  carry  to  so 
agreeable  and  successful  and  pleasing  a  conclusion,  the  delibera- 
tions of  the  conference,  and  I  wish  to  take  this  occasion  to  express 
my  very  deep  appreciation  of  the  privilege  which  I  have  had  of 
serving  you  in  this  capacity. 
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The  time  has  come  to  pass  the  gavel  to  another,  and  I  will  there- 
fore ask  Governor  Bliss,  the  Chairman  of  the  Committee  on  Nomi- 
nations, to  make  the  report  of  that  committee. 

Zenas  W.  Bliss  (Rhode  Island)  :  Mr.  President,  I  am  directed 
by  the  Committee  on  Nominations  to  submit  the  following  list  of 
nominations,  the  unanimous  selection  of  the  Nominating  Committee : 

For  President,  Mark  Graves  of  New  York. 
For  Vice-President,  Fred  R.  Fairchild,  Connecticut. 
For  Secretary,  W.  G.  Query,  South  Carolina. 
For  Treasurer,  Alfred  E.  Hoi  comb.  New  York. 

For  three  Members  of  the  Executive  Committee  to  fill  vacancies 
caused  by  expiration  of  terms: 
E.  W.  Baer  of  South  Dakota, 
Frank  S.  Hall  of  Tennessee, 
J.  Frank  Zoller  of  New  York. 

For  two  Honorary  Alembers — the  terms  expire  annually  and  they 
have  to  be  elected  each  year — 
J.  T.  White,  Ontario, 
E.  Brassard,  Quebec. 

President  Lutz  :  The  report  of  the  Committee  on  Nominations 
is  before  you  as  a  motion.     What  is  your  pleasure  ? 

George  Lord  (Michigan)  :  Move  the  adoption  of  the  report. 

(Motion  duly  seconded) 

President  Lutz  :  Aloved  and  seconded  that  the  report  of  the 
Committee  on  Nominations  be  adopted. 

(Ayes  and  Noes.     Report  adopted) 

President  Lutz:  I  will  ask  Mr.  Owen(?)  and  Senator  Edmonds 
to  escort  the  incoming  president  to  the  chair. 

(The  gentlemen  escort  President-elect  Graves  to  the  chair) 

President  Lutz  :  I  will  ask  Professor  Hunter  and  Mr.  Watson 
to  escort  the  vice-president  to  the  front. 

(The  gentlemen  escort  the  vice-president-elect  to  the  front) 

President  Lutzv:  Now,  if  you  would  like  either  of  these  gentle- 
men to  make  a  speech,  they  are  at  your  mercy. 

President-elect  Graves:  Of  course,  we  were  taken  quite  by 
surprise.  I  am  not  just  sure  about  Professor  Fairchild,  but  had  I 
known  of  this  in  advance  I  should  have  prepared  a  long  speech  of 
acceptance,  sort  of  inaugural  address,  as  it  were. 
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1  am  mindful  of  the  fact  that  it  is  no  slight  honor  to  be  elected 
President  of  the  National  Tax  Association.  When  I  think  of  the 
many  distinguished  men  who  have  occupied  that  office,  I  feel  very 
humble,  indeed.  I  doubt  my  ability  and  my  qualifications  to  take  my 
place  along  with  those  men.  However,  knowing  the  support  that 
this  organization  has  given  its  officers  in  the  past,  and  knowing  and 
realizing  that  I  shall  need  even  a  larger  and  greater  measure  of 
support  during  my  incumbency  of  the  term  of  office,  and  sincerely 
believing  that  1  will  receive  it  from  the  members  of  this  organiza- 
tion, I  accept  the  office  and  feel  honored  that  it  has  been  given  to 
me,  and  promise  you  that  I  will  do  the  very  best  I  can  with  it. 

I  am  very  happy  in  the  selection  of  the  Vice-President.  I  have 
known  him  several  years  intimately,  and  while  I  think  it  was  a  wise 
choice,  I  am  quite  sure  you  will  wish  to  hear  a  few  words  from  the 
new  Vice-President. 

Vice-President-elect  Fred  R.  Fairchild:  Mr.  President  and 
Fellow  Members  of  the  National  Tax  Association:  You  know  there 
is  an  ancient  tradition  sanctioned  by  the  illustrious  predecessor  in 
this  humble  office  which  dictates  that  the  vice-president  shall  be  seen 
and  not  heard.  1  was  never  more  keenly  aware  of  the  essential 
soundness  of  that  tradition  than  at  this  very  moment.  Let  me  say 
that  I,  in  view  of  my  very  great  interest  in  this  Association,  appre- 
ciate the  honor  you  have  conferred  upon  me  more  than  I  can  pos- 
sibly tell  you,  that  it  shall  be  my  task  to  serve  this  Association 
during  the  coming  year  to  the  very  best  of  my  ability. 

President-elect  Graves  :  The  hour  is  late.  I  am  not  aware  of 
any  other  business. 

Secretary  Query  :  Mr.  Chairman,  we  were  to  discuss  the  ques- 
tion of  the  time  and  place  of  the  next  meeting. 

President-elect  Graves  :  Mr.  Query  suggests  that  we  should 
discuss  the  time  and  place  of  holding  the  next  meeting  of  the  Asso- 
ciation. 

Secretary  Query:  Your  Secretary  has,  during  the  last  few 
wrecks,  received  invitations  from  the  following  cities:  Memphis, 
Columbus,  Detroit,  Washington,  D.  C,  Kansas  City,  Saratoga,  N.  Y., 
Florida,  Philadelphia,  Hot  Springs,  Ark.,  Colorado  Springs,  Mil- 
waukee, Chicago,  Syracuse,  N.  Y.,  New  York  City,  Winnipeg,  Can. 

It  has  been  the  custom  for  the  last  two  years  for  the  President  to 
appoint  a  committee  of  three,  from  the  executive  committee,  to 
canvass  the  situation  and  make  a  report  to  the  executive  committee 
for  their  consideration  in  voting  on  the  time  and  place  of  meetings. 

President-elect  Graves  :  Is  it  necessary  to  have  a  resolution  to 
that  efifect  ? 
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Secretary  Query:  No;  just  a  motion. 

Henry  F.  Long  (Massachusetts)  :  I  suggest  we  let  the  gentle- 
men orate  on  the  respective  merits  of  their  cities  and  that  it  be  re- 
ferred to  the  executive  committee. 

President-elect  Graves  :  Mr.  Long  suggests  that  the  various 
gentlemen  should  be  permitted  to  orate  on  the  advantages  of  their 
various  cities.  I  don't  want  to  throw  a  wet  blanket  on  your  pros- 
pective orators,  but  I  have  been  on  that  committee  on  an  occasion, 
and  I  have  found  that  no  amount  of  oratory  influenced  the  action  of 
the  committee  or  the  sub-committee  very  much.  Therefore,  I  sug- 
gest that  you  limit  your  speeches  to  a  few  minutes  —  to  not  more 
than  five  minutes. 

Mr.  Xewton  (Michigan)  :  I  wish  to  state  that  I  have  been  dele- 
gated by  the  Governor  of  Michigan,  by  the  Chairman  of  the  State 
Tax  Commission,  and  by  the  President  of  our  State  Association  of 
Supervisors  and  our  local  assessors,  to  extend  personally  and  as 
forcefully  as  if  they  were  here  their  invitation  to  make  Detroit  the 
next  home  of  this  Conference. 

George  Lord  (Michigan)  :  I  think  I  am  one  of  the  oldest  mem- 
bers of  the  National  Tax  Association.  It  was  my  pleasure  to  attend 
one  of  the  first  Conferences  of  the  Association,  and  nearly  all  of 
the  Conferences  since  that  time.  In  1910,  when  the  Association 
held  its  Conference  in  the  City  of  Milwaukee,  in  behalf  of  the  State 
of  Michigan  I  extended  an  invitation  to  hold  the  next  Conference 
in  the  City  of  Detroit.  Several  times  since  that  time  I  have  ex- 
tended the  same  kind  of  an  invitation,  but  for  some  reason  no  Con- 
ference has  ever  been  held  in  the  City  of  Detroit  or  in  the  State  of 
Michigan.  During  this  period  Conferences  have  been  held  in  all 
the  principal  cities  of  the  western  and  middle-western  states,  in  the 
east  and  in  the  south,  so  that  I  feel,  as  one  of  the  oldest  members 
of  this  Association,  that  it  would  be  only  fair  and  just  that  the  next 
Conference  be  held  in  the  beautiful  city  of  Detroit,  Michigan;  and 
in  behalf  of  the  Mayor,  the  Common  Council,  the  Convention  and 
Tourists  Bureau  of  the  City  of  Detroit,  of  the  Board  of  Commerce, 
the  Manufacturers  Association  and  all  the  business  organizations 
and  civic  associations  of  that  splendid  city,  I  extend  you  an  invita- 
tion to  hold  the  next  Conference  in  the  City  of  Detroit. 

It  perhaps  will  not  be  out  of  the  way  for  me  to  say  from  a  per- 
sonal standpoint  that  I  have  reached  a  point  in  life  where  I  will  be 
unable  to  attend  very  many  more  Conferences,  and  I  would  like 
personally,  because  of  that  fact,  and  because  of  my  association  with 
this  National  Tax  Association  and  with  the  friendships  that  I  have 
made  with  manv  of  the  members  of  the  Association,  that  you  hold 
34 
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the  Conference  in  the  City  of  Detroit  next  year,  which  perhaps  will 
be  the  last  Conference  that  I  will  be  able  to  attend. 

President-elect  Gravks  :  I  wish  to  assure  Mr.  Lord  and  the 
gentleman  from  Michigan  that  the  claims  of  that  state  and  that  city 
will,  I  am  sure,  receive  very  thoughtful  consideration.  I  wish  to 
say  to  Mr.  Lord,  too.  that  he  is  held  in  very  high  esteem,  and  that 
the  chair  and  many  others  would  deem  it  a  pleasure  to  go  to  Detroit 
on  Mr.  Lord's  account  if  for  no  other  purpose. 

Jens  P.  Jensen  (Kansas)  :  Without  naming  all  the  bodies  gov- 
erning Kansas  City  and  the  State  of  IMissouri  which  have  author- 
ized me  to  extend  an  invitation  to  the  Association  to  meet  in  that 
city  next  year,  I  hereby  extend  an  invitation  to  the  Association  to 
meet  in  Kansas  City. 

Kansas  City  is  called  part  of  America  by  some,  at  least.  If  you 
draw  a  line  from  some  point  at  the  periphery  of  the  boundary  of 
the  United  States  to  some  point  so  as  to  bisect  the  country  in  two 
equal  parts,  if  that  is  what  bisect  means,  and  you  draw  a  number  of 
similar  lines,  most  of  them  would  intersect  at  or  near  Kansas  City; 
which  means  that  it  is  a  very  readily  accessible  place. 

It  certainly  has  a  number  of  advantages,  which  I  am  not  going 
to  elaborate  upon  now.  I  understand  that  once  upon  a  time  the 
Association  had  within  a  hair's  breadth  decided  to  meet  at  Kansas 
City.  Kansas  City  was  exceedingly  disappointed  that  that  miss  took 
place,  and  they  are  very  anxious  and  very  hopeful  that  you  decide 
to  meet  there. 

I  also  wish  to  extend  that  not  only  for  the  city  of  Kansas  City 
which,  although  it  is  located  in  Missouri,  is  a  Kansas  city,  but  I  am 
also  anxious  to  extend  that  invitation  from  the  institution  where  I 
belong,  the  University  of  Kansas,  which  is  only  a  small  distance 
away  from  the  city  of  Kansas  City  in  Missouri.  I  hereby  extend 
the  invitation,  and  I  hope  you  will  accept  it. 

Professor  Hunter  (Illinois)  :  I  think  there  is  one  other  thing 
to  be  considered  besides  the  place,  and  that  is  the  time.  I  recognize 
that  a  very  small  majority  of  this  group  are  connected  with  colleges 
or  universities,  but  if  the  meeting  comes  after  the  middle  of  Sep- 
tember it  really  makes  it  very  difficult  for  some  of  us  to  get  away. 
If  there  is  no  good  reason  for  putting  it  later  than  the  middle  of 
September,  w^e  would  appreciate  it  very  much  if  we  could  have  it 
before  that  date. 

Charles  J.  Tobin  (Xew  York)  :  Mr.  President,  I  am  not  going 
to  talk  for  any  particular  place,  but  I  do  not  want  to  be  foreclosed 
before  we  adjourn  sine  die  from  saying  that  we  should  have  a 
standing  vote  of  thanks  for  the  untiring  efforts  of  Professor  Lutz, 
who  is  our  retiring  President,  and  that  when  we  adjourn  we  ad- 
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journ  standing  as  a  vote  of  thanks  to  Professor  Lutz.  our  retiring 
President. 

Zenas  W.  Bliss  (Rhode  Island)  :  Before  we  adjourn,  I  want  to 
make  a  motion.  I  move  the  Chair  be  authorized  to  name  three 
members  of  the  Executive  Committee,  including  the  Secretary,  to 
consider  the  time  and  place  of  the  next  meeting  and  report  to  the 
Executive  Committee.  This  motion  merely  follows  out  the  usual 
procedure. 

(Motion  duly  seconded) 

President-elect  Graves  :  The  motion  has  been  made  and  sec- 
onded that  the  Chair  be  authorized  to  appoint  a  sub-committee  of 
the  Executive  Committee,  of  three  people,  including  the  Secretary, 
to  consider  the  time  and  place  of  holding  the  next  annual  Confer- 
ence, and  report  their  findings  to  the  Executive  Committee.  Any 
discussion  of  that  motion  ? 

(No  response) 

(Motion  duly  seconded) 

(Ayes  and  Noes.     ^Motion  carried) 

President-elect  Graves:  Do  the  representatives  of  any  other 
city  or  any  other  state  wish  to  lay  before  the  assemblage  the  claims 
of  their  community? 

(No  response) 

President-elect  Graves:  After  hearing  the  gentleman  present 
the  advantages  of  Kansas  City  I  only  regret  now  that  we  cannot 
hold  two  Conferences  next  year,  one  in  Detroit  and  the  other  in 
Kansas  Cit\'. 

Any  other  business,  Mr.  Secretary? 

Secretary  Query  :  Nothing  else,  Mr.  President. 

President-elect  Graves:  Anything  to  be  proposed  from  the 
floor? 

William  Bailey  (Utah)  :  I  move  we  adjourn  at  this  time  sine  die. 

President-elect  Graves  :  A  motion  is  already  before  the  house 
for  a  rising  vote  of  thanks  to  the  retiring  President,  Professor  Lutz, 
for  his  untiring  efforts  on  behalf  of  the  Association.  All  in  favor 
of  that  make  it  manifest  by  rising. 

(Rising  vote) 

(Adjournment  sine  die) 
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APPENDIX  I 
TAXATION  AND  REFORESTATION 

FRED   ROGERS   FAIRCHILD 

Professor  of  Political  Economy,   Vale  University',  and  Director 
of  the  United  States  Forest  Taxation  Inquiry 

I  would  always  prefer  to  talk  without  a  manuscript  before  me, 
but  there  are  certain  things  that  I  wish  to  put  before  you  this 
morning,  and  in  order  that  I  may  present  them  concisely  and  within 
the  limits  prescribed  by  the  rules  of  our  Conference,  I  shall  ask 
your  indulgence  while  I  read  from  my  prepared  paper.  Although 
I  do  not  find  myself  in  agreement  with  everything  that  has  been 
said  by  the  previous  speakers,  I  do  feel  that  we  are  greatly  indebted 
to  them  for  the  interesting  presentation  of  certain  aspects  of  this 
subject  which  have  been  put  before  you. 

As  regards  my  own  contribution  to  this  part  of  our  program,  I 
am  laboring  under  a  certain  embarrassment.  About  all  that  I  know 
of  the  general  principles  of  forest  taxation  has  already  been  divulged 
at  previous  National  Tax  Conferences  during  the  past  twenty  years. 
On  the  other  hand,  the  time  has  not  yet  arrived  at  which  I  shall  be 
able  to  present  the  results  of  the  fact-finding  endeavors  of  the  Forest 
Taxation  Inquiry.  Last  year  I  had  the  honor  of  addressing  the 
Conference  upon  this  same  subject,  and  I  took  that  occasion  to  lay 
before  you  some  of  the  results  of  our  study  of  forest  tax  conditions 
in  the  cut-over  counties  of  northeastern  ^Minnesota.  This  repre- 
sented the  first  public  presentation  of  the  results  of  the  Inquiry's 
studies  and  was  necessarily  in  a  somewhat  fragmentary  and  un- 
finished state.  Although  our  investigations  have  since  then  been 
proceeding  steadily  in  several  other  states,  no  part  of  the  work  is 
in  such  shape  as  to  permit  the  presentation  of  results  at  this  time. 
And  until  I  am  in  position  to  tell  you  something  more  that  we 
have  done,  I  do  not  feel  inclined  to  say  more  about  what  we  are 
going  to  do. 

Nevertheless.  I  think  I  can  presume  upon  sufiicient  interest,  on 
the  part  of  this  company,  in  the  problem  of  forest  taxation,  to  war- 
rant my  saying  a  few  words  on  this  subject.  The  opportunity  is 
especially  welcome  because  of  my  realization  that  the  success  of  my 
present  study  is  dependent  upon  the  sympathy  and  cooperation  of  all 
those  who  are  interested  in  the  problem  of  tax  reform  in  general 
and  forest -tax  reform  in  particular. 
35  (545) 
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It  will  first  be  not  out  of  order,  I  hope,  to  tell  you  something  of 
the  organization  and  history  and  plans  of  the  Forest  Taxation 
Inquiry. 

For  more  than  a  generation  there  have  been  complaints  against 
the  American  property  tax  in  its  application  to  the  forests.  Of 
course  complaint  against  taxation  is  nothing  new.  Nobody  likes  to 
pay  taxes,  and  each  group  of  taxpayers  inclines  readily  to  the 
belief  that  it  is  bearing  more  than  its  fair  share  of  the  load.  But 
the  dissatisfaction  with  the  taxation  of  the  forests  has  evidently 
been  something  more  than  this.  It  has  indeed  dealt  not  so  much 
with  the  amount  of  taxes  as  with  the  method  of  taxation  and  the 
fear  of  ruinous  taxes  in  the  near  future.  Those  who  have  given 
the  subject  the  most  thoughtful  attention  have  generally  reached 
the  conclusion  that  there  is  something  in  the  forest-tax  problem 
essentially  different  from  those  questions  which  confront  the  tax- 
payers generally. 

The  essential  characteristics  of  the  forest  industry  which  make 
the  property  tax  thus  peculiarly  unfavorable  are  coming  to  be 
understood  by  students  of  the  subject.  I  have  myself  undertaken 
to  point  them  out  before  previous  conferences  of  this  Association 
and  on  other  occasions.  The  remedy  is  by  no  means  so  simple.  In 
spite  of  the  study  which  has  been  given  to  the  question  and  the 
experience  of  a  good  many  states  which  have  enacted  legislation 
aimed  to  find  a  solution,  the  fact  remains  that  the  problem  of  forest 
taxation  still  stands  essentially  unsolved.  And  I  think  it  has  be- 
come increasingly  clear  to  all  of  us,  as  discussion  and  experiment 
have  proceeded,  that  the  chief  obstacle  now  standing  in  our  way  is 
the  lack  of  sufficient  knowledge  of  the  pertinent  facts. 

In  the  meantime,  popular  interest  has  been  steadily  increasing. 
In  1923  the  United  States  Senate  provided  (in  S.  Res.  398  of  the 
67th  Congress,  Fourth  Session)  a  Committee  "to  investigate  prob- 
lems of  reforestation,  with  a  view  to  establishing  a  comprehensive 
national  policy  for  lands  chiefly  suited  for  timber  production  in 
order  to  insure  a  perpetual  supply  of  timber  for  the  use  and  neces- 
sities of  citizens  of  the  United  States.''  The  Select  Committee  on 
Reforestation  appointed  pursuant  to  this  resolution  had  for  its 
chairman  Senator  Charles  L.  McNary  of  Oregon.  The  Committee 
proceeded  to  make  a  comprehensive  survey,  with  hearings  covering 
all  the  important  forest  regions  of  the  United  States.  The  pub- 
lished record  of  its  hearings  (Reforestation,  Hearings  before  a 
Select  Committee  on  Reforestation,  United  States  Senate,  Sixty- 
seventh  Congress,  Fourth  Session,  pursuant  to  S.  Res.  398)  con- 
tains a  great  deal  of  interesting  evidence  upon  the  general  problem 
of  reforestation,  including  much  on  the  question  of  forest  taxation. 
The  committee  made  its  report  to  the  Senate  on  January  10,  1924 
(Sixty-eighth  Congress,  First  Session,  Senate  Report  No.  28).     It 
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summarized    its   proposals    for    a    national    forest    policy    in    these 
words : 

•'  The  immediate  aim  of  the  forest  policy  of  the  United  States 
should  be  to  increase  as  rapidly  as  possible  the  rate  at  which 
timber  is  produced  on  the  land  suited  to  this  form  of  use.  The 
Committee  believes  that  the  main  lines  of  attack  in  accomplishing 
this  purpose  should  be  : 

"  (1)  To  extend  public  forest  ownership  in  areas  where  special 
public  interests  or  responsibilities  are  involved,  like  the  protection 
of  navigable  rivers;  and  also  where  the  natural  difficulties,  costs, 
and  hazards  attending  reforestation  render  it  impracticable  or  re- 
mote as  a  private  undertaking. 

■'  (2)  To  remove  the  risks  and  handicaps  from  private  timber 
growing  as  far  as  practicable,  in  order  to  give  the  greatest  possible 
incentive  to  commercial  reforestation." 

In  the  course  of  its  discussion  of  the  second  part  of  this  program, 
the  committee  arrived  at  the  following  conclusion  with  respect  to 
taxation : 

"  Probabl}^  the  second  development  of  general  importance  in  en- 
couraging private  production  of  timber  is  an  adjustment  of  the 
methods  of  taxing  forest-growing  lands  so  as  to  avoid  an  undue 
burden  of  current  taxation.  Obviously,  as  to  state  and  local  taxa- 
tion, such  reforms  can  be  effected  only  by  state  legislation.  The 
subject  is,  however,  of  such  wide  importance  in  all  of  the  forest 
regions  of  the  United  States  and  has  such  a  universal  bearing  upon 
the  success  of  a  national  policy  which  seeks  to  promote  timber 
growth,  that  the  committee  believes  it  should  be  covered  by  a  com- 
prehensive federal  investigation.  The  purpose  of  this  study  should 
be  to  disclose  the  present  methods  and  practices  in  the  taxation  of 
timber  and  forest  growing  land  and  their  actual  effect  upon  the  use 
of  land  for  the  growth  of  timber.  The  investigation  should  be  con- 
ducted, as  far  as  practicable,  in  cooperation  with  the  states  and 
other  suitable  local  agencies;  and  the  federal  representatives  should 
be  authorized  to  collaborate  with  the  states  in  devising  tax  legisla- 
tion adapted  to  particular  situations  which  will  give  reasonable  en- 
couragement to  reforestation. 

"  Immediate  results  from  a  project  of  this  nature  cannot  be  antici- 
pated, but  in  the  long  run  it  should  prove  an  important  factor  in 
eliminating  obstacles  which  now  stand  in  the  way  of  private  timber- 
growing.  Reforms  in  forest  taxation  can  only  be  brought  about  by 
an  extended  process  of  public  education,  first,  as  to  the  present 
facts  and  their  effect  upon  timber  growth,  and,  second,  as  to  equi- 
table means  of  modifying  the  existing  conditions.  The  importance 
of  the  subject  is  so  great  that  the  Federal  Government  may  wisely 
take  the  lead  in  an  inquiry  of  this  nature." 
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The  Clarke-McXary  Reforestation  Act  became  law  on  June  7. 
1924  (43  Stat.  653).  Its  title  is:  "An  act  to  provide  for  the  pro- 
tection of  forest  lands,  for  the  reforestation  of  denuded  areas,  for 
the  extension  of  national  forests,  and  for  other  purposes,  in  order 
to  promote  the  continuous  production  of  timber  on  land  chiefly  suit- 
able therefor."  It  contains  the  following  provisions  relating  to 
taxation : 

"  Sec.  3.  That  the  Secretary  of  Agriculture  shall  expend  such 
portions  of  the  appropriations  authorized  herein  as  he  deems  ad- 
visable to  study  the  effects  of  tax  laws,  methods,  and  practices  upon 
forest  perpetuation,  to  cooperate  with  appropriate  officials  of  the 
various  States  or  other  suitable  agencies  in  such  investigations  and 
in  devising  tax  laws  designed  to  encourage  the  conservation  and 
growing  of  timber,  and  to  investigate  and  promote  practical 
methods  of  insuring  standing  timber  on  growing  forests  from 
losses  by  fire  and  other  causes.  There  is  hereby  authorized  to  be 
appropriated  annually,  out  of  any  money  in  the  Treasury  not  other- 
wise appropriated,  not  more  than  $2,500,000  to  enable  the  Secretary 
of  Agriculture  to  carry  out  the  provisions  of  sections  1,  2  and  3 
of  this  Act." 

Pursuant  to  the  provisions  of  this  act  the  United  States  Forest 
Service  has  established  the  Forest  Taxation  Inquiry  and  imposed 
upon  it  the  obligation  to  conduct  the  study  of  forest  taxation  re- 
quired by  law. 

I  have  quoted  thus  at  length  from  the  report  of  the  Senate  Com- 
mittee and  from  the  Clarke-IMcNary  law  because  the  Forest  Taxa- 
tion Inquiry,  being  an  agency  of  the  Federal  Government  engaged 
in  studying  the  tax  laws  of  the  several  states,  is  in  somewhat  of  a 
peculiar  position,  and  I  am  anxious  to  promote  a  clear  understand- 
ing of  the  spirit  and  purpose  back  of  its  undertaking. 

The  Forest  Taxation  Inquiry  may  be  said  to  have  come  formally 
into  existence  in  April,  1926,  although  little  beyond  the  work  of 
building  up  the  staff,  organizing  the  office,  and  making  preliminary 
plans  was  attempted  before  midsummer  of  that  year.  The  general 
offices  are  in  New  Haven,  Connecticut.  The  present  staff  consists 
of  seven  permanent  investigators  (economists  or  foresters)  besides 
certain  temporary  field  assistants  and  an  appropriate  statistical  and 
clerical  staff. 

The  research  project  of  the  Inquiry  is  national  in  scope.  Our 
plan  of  study  contemplates  investigaiton  of  conditions  in  each  of 
the  important  forest  regions  of  the  United  States.  In  each  such 
region  we  proceed  by  the  sampling  method.  One  state  is  selected 
as  the  key  state  representing  this  region.  Within  this  state  we 
select  certain  counties  or  townships  or  other  local  jurisdictions  for 
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a  more  intensive  study  than  can  be  devoted  to  the  entire  state. 
The  remaining  local  subdivisions  are  studied  in  more  summary 
fashion,  which  is  the  case  also  of  the  other  states  in  the  region. 

In  this  plan  of  selecting  regions,  states,  and  minor  subdivisions, 
it  is  the  policy  to  cover  so  far  as  possible  the  various  conditions  of 
forestry  and  public  finance.  Consistent  with  this  sampling  policy, 
it  is  not  the  plan  to  prepare  a  series  of  formal  reports  covering 
particular  states.  Each  region,  each  state,  each  local  subdivision  is 
being  studied  for  what  it  can  contribute  to  the  national  picture  of 
the  various  conditions  of  forest  taxation.  If  certain  conditions  are 
sufficiently  shown  by  the  study  in  a  particular  state,  it  may  be  un- 
necessary for  our  purpose  to  study  similar  conditions  in  another 
state,  a  duplication  which  would  obviously  be  required  if  the  pur- 
pose were  a  complete  study  of  each  state  by  itself. 

In  my  opinion  one  of  the  chief  causes  of  the  small  progress 
which  has  heretofore  been  made  toward  solution  of  the  forest-tax 
problem  is  the  failure  to  recognize  that  forest  taxation  is  not  an 
isolated  phenomenon,  to  be  studied  and  legislated  upon  by  itself. 
Tax  problems  cannot  be  handled  that  way.  No  important  part  of 
the  American  system  of  state  and  local  taxation  can  be  understood 
without  an  appreciation  of  the  whole  tax  system  of  which  it  is  a 
part.  Xo  legislation  materially  affecting  a  particular  tax  or  a 
particular  group  of  taxpayers  can  be  enacted  without  affecting  the 
interests  of  all  other  taxpayers.  The  Forest  Taxation  Inquiry  pro- 
poses to  avoid  this  mistake,  by  conducting  a  broad  investigation, 
which  shall  have  regard  to  the  entire  system  of  state  and  local 
taxation  as  the  background,  so  to  speak,  of  the  picture  whose  cen- 
tral feature  is  the  taxation  of  forests  and  forest  lands. 

Indeed,  our  problem  is  not  even  limited  to  taxation.  Taxation 
exists  only  as  the  means  of  providing  the  funds  for  support  of  the 
functions  of  government,  and  no  study  of  taxation  can  go  very  far 
without  taking  cognizance  of  the  purposes  to  which  the  tax  money 
is  destined.  We  are  finding  that  an  essential  part  of  our  investiga- 
tion rriust  have  to  do  with  the  schools,  the  roads,  and  the  other 
public  services  which  are  dependent,  among  other  resources,  upon 
the  taxes  levied  upon  the  forests.  I  am  becoming  convinced  that 
in  many  a  cut-over  region  the  solution  of  the  forest-tax  problem 
will  be  found  to  be  in  the  field  of  public  expenditures  rather  than 
in  that  of  public  revenues. 

Appreciation  of  our  problem  therefore  requires  a  comprehensive 
picture  of  the  local  situation  in  the  community  where  forests  or 
cut-over  lands  are  important.  We  must  have  an  understanding  of 
the  economic  foundation  of  the  community,  of  the  resources  of  the 
people  and  the  occupations  by  which  they  make  their  living,  of  the 
governmental  services  which  they  require,  of  all  the  sources  of 
revenue  available  to  provide  for  the  needs  of  government,  and  of 
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the  place  of  the  forests  in  all  i)arts  of  this  picture.     Admittedly  we 
have  no  small  task  before  us. 

Thus  far  the  Inquiry  has  completed  its  field  work  in  the  three 
Lake  States  —  Minnesota,  Wisconsin  and  Michigan.  Its  principal 
efforts  this  summer  are  being  devoted  to  the  field  work  in  Oregon 
and  Washington,  with  secondary  projects  in  New  Hampshire  and 
Connecticut.  Office  work  upon  the  data  collected  in  the  field  is 
proceeding  in  New  Haven. 

It  is  safe  to  say  that  it  will  be  at  least  two  or  three  years  more 
before  our  study  will  be  completed  and  a  report  issued.  In  the 
meantime,  the  Inquiry  is  issuing  a  series  of  informal  bulletins  or 
'■  Progress  Reports,'"  the  purpose  of  which  is  to  make  public  from 
time  to  time  such  facts  or  conclusions  of  its  study  as  may  appear 
to  have  immediate  value  to  any  considerable  number  of  persons. 
Two  such  bulletins  have  already  appeared,  the  first  dealing  with 
the  history  and  organization  of  the  Inquiry  and  its  plan  of  opera- 
tions (somewhat  similar  to  the  substance  of  the  present  paper),  the 
second  embracing  a  statement  of  certain  fundamental  principles  of 
forest  taxation.  The  next  two  bulletins  will  present  some  of  the 
facts  developed  by  the  study  in  INIinnesota;  these  and  future  Prog- 
ress Reports  will  be  sent  upon  request  to  any  one  interested. 

I  have  no  desire  at  the  present  time  to  propose  a  remedy  for  the 
present  unsatisfactory  state  of  forest  taxation  or  to  suggest  any 
particular  line  of  forest-tax  legislation.  The  time  for  that  will 
come  at  the  conclusion  of  the  fact-finding  inquiry  upon  which  I  am 
now  engaged.  However,  in  view  of  the  keen  interest  in  the  imme- 
diate problem  of  forest-tax  legislation,  particularly  in  this  north- 
western region,  I  may  possibly  be  permitted  to  lay  before  you  cer- 
tain suggestions  which  appear  to  me  to  be  fundamental  to  any 
enduring  solution  of  the  problem  of  forest  taxation. 

The  first  of  these  principles  is  that  forest  taxation  must  be  re- 
garded, not  as  an  isolated  problem,  but  as  an  integral  part  of  the 
whole  system  of  state  and  local  public  finance.  Upon  this  subject 
I  have  already  sufficiently  expressed  myself. 

As  my  second  fundamental  principle,  I  would  remind  you  that 
our  general  theory  of  public  finance  presumes  that  all  members  of 
the  community  shall  contribute  toward  the  cost  of  government 
according  to  some  equitable  rule  of  apportionment.  Special  favors 
to  any  group  of  taxpayers  are  repugnant  to  this  principle.  More- 
over such  favors  are  certain  to  have  serious  ulterior  effects  through 
disturbing  the  competitive  balance  by  which  capital  and  labor  tend 
to  be  diverted  into  those  lines  which  are  economically  most  favor- 
able. Any  industry  which  cannot  stand  on  its  own  feet,  bearing  its 
fair  share  of  the  costs  of  government  along  with  its  other  costs  of 
production,  has  a  strong  burden  of  proof  to  show  that  it  is  not  a 
parasite  upon  the  other  industries  of  the  community.     The  bearing 
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of  this  principle  upon  forest  taxation  is  obvious.  Tax  exemption, 
tax  rebates,  taxation  at  special  low  rates,  tax  favors  of  any  sort,  are 
dangerous  detours  on  the  road  to  sound  forest  taxation.  They  have 
been  tried  by  many  states,  without  results  of  any  substantial  value. 

Special  tax  favors  for  the  forests  are  sometimes  urged  on  the 
ground  of  the  immense  public  importance  of  the  forests,  present 
and  future.  The  public  welfare  is  indeed  vitally  concerned  with  a 
flourishing  forest  industry.  But  cannot  the  same  be  said  of  agri- 
culture, of  any  important  line  of  manufacture,  of  merchandizing, 
of  the  banks,  of  the  railroads?  It  has  never  been  a  principle  of 
public  finance  that  the  tax  contributions  of  different  classes  shall  be 
graded  in  accordance  with  somebody's  estimate  of  the  importance 
of  their  respective  services  to  the  public.  I  think  we  may  safely 
assume  that  the  solution  of  the  forest-tax  problem  will  involve  a 
contribution  from  the  forest  owners  upon  a  par  with  that  of  other 
taxable  interests. 

Of  course  equality  of  tax  contribution  does  not  necessarily  re- 
quire uniformity  of  tax  method.  I  have  tried  on  various  other 
occasions,  including  former  National  Tax  Conferences,  to  show 
that  the  essential  nature  of  the  industry  of  forest  growing  is  such 
that  it  is  adversely  affected  by  the  operation  of  the  general  property 
tax.  It  is  proper  to  consider  other  methods  for  taxing  the  forests 
which,  while  not  relieving  the  forest  owners  of  their  fair  contribu- 
tion toward  the  cost  of  government,  will  still  be  adapted  to  the 
peculiarities  of  the  forest  industry.  Such  adaptation  is  no  new 
idea.  It  has  already  taken  place  in  many  of  our  states  with  respect 
to  particular  industries,  such  as  the  banks,  the  insurance  companies, 
the  railroads,  and  the  other  public  utilities. 

Failure  to  appreciate  the  distinction  between  equality  of  tax 
contribution  and  uniformity  of  tax  method  has  in  the  past  led  many 
of  our  states  to  place  in  their  constitutions  iron-clad  provisions 
requiring  that  all  property  be  taxed  by  a  uniform  method.  Some 
of  these  states  have  already  taken  action  to  liberalize  their  consti- 
tutions. I  am  unable  to  see  how  any  real  solution  of  the  forest-tax 
problem  can  come  in  the  others  until  their  constitutions  are  so 
amended  as  to  give  the  legislatures  power  to  classify  property,  to 
impose  a  variety  of  tax  methods,  and  to  relieve  from  the  property 
tax,  property  whose  owner  makes  adequate  contribution  through 
some  other  tax. 

The  most  unfavorable  thing  about  the  property  tax  as  it  affects 
the  business  of  forestry-growing  is  its  uncertainty.  Uncertainty 
was  not  contemplated  in  the  theory  of  the  general  property  tax. 
which  on  its  face  appears  beautifully  certain.  But  our  administra- 
tion of  the  property  tax  has  developed  a  procedure  which  is  far 
removed  from  both  the  spirit  and  the  letter  of  the  law.  The  law 
requires  that  all  property  be  assessed  at  its  true  value  or  at  some 
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stated  percentage  of  true  value.  The  universal  practice  of  under- 
valuation, plus  the  virtual  impossibility  of  ascertaining  the  true 
value  of  many,  if  not  most,  classes  of  property,  has  brought  about 
a  situation,  well-nigh  universal,  in  which  the  assessor  has  assumed 
the  authority  not  merely  to  determine  the  value  of  taxable  property, 
which  is  all  that  he  is  authorized  to  do  by  law,  but  rather  to  sit  in 
judgment  determining  how  much  each  property  owner  shall  con- 
tribute toward  the  cost  of  local  government.  All  too  often  assess- 
ment is  a  matter  of  bargain  and  agreement  between  taxpayer  and 
assessor.  Low  assessments  have  brought  their  inevitable  result  in 
high  tax  rates,  and  it  is  always  possible  for  any  taxpayer  to  suffer 
a  grievously  excessive  tax  burden  while  still  having  no  legal 
remedy.  This  situation  is  bad  enough  in  general.  To  the  careful 
business  man  who  contemplates  investing  capital  in  the  growing 
timber,  the  uncertainty  of  his  future  tax  costs — which  may  demon- 
strably absorb  the  entire  gain  of  the  enterprise — appears  as  an  in- 
superable obstacle. 

The  inherent  uncertainties  of  the  general  property  tax  might  be 
removed  by  substituting  a  different  kind  of  tax.  This  has  been 
accomplished  in  other  parts  of  the  tax  tield,  for  example,  the  gross 
earnings  tax  on  railways  and  public  utilities.  But  of  course  there 
still  remains  uncertainty  as  to  the  permanence  of  the  new  tax 
method.  No  legislature  can  bind  its  successors;  any  legislature 
may  amend  or  repeal  an  act  of  a  preceding  legislature,  unless  such 
act  is  of  the  nature  of  a  contract  obligation.  This  situation  has 
given  favor  to  the  idea  of  making  the  special  method  of  taxing 
forests  a  contract  between  the  state  and  the  taxpayer,  thus  insur- 
ing its  permanence.  1  have  on  other  occasions  expressed  my  mis- 
givings as  to  this  contract  feature,  foreign  as  it  is  to  our  w'hole 
American  tax  system,  and  have  expressed  the  hope  that  eventually 
we  may  be  able  to  devise  a  method  of  taxing  the  forests  which  will 
be  general  in  its  application  and  with  its  permanence  assured  by  its 
fundamental  soundness  in  the  public  interest.  1  am  by  no  means 
now  prepared  to  say  that  the  contract  feature  may  not  be  required 
for  some  time  as  a  transitional  device.  But  I  believe  that  the  time 
will  come  when,  under  a  somid  system  of  forest  taxation,  the  public 
will  have  so  great  a  stake  in  the  growing  forests  that  there  will  be 
little  danger  of  reactionary  tax  legislation  which  might  put  a  stop 
to  reforestation  and  force  the  cutting  of  immature  timber. 

In  conclusion  may  I  repeat  a  note  of  warning,  which  I  have  re- 
iterated on  various  other  occasions,  against  extravagant  demands 
for  forest-tax  relief  and  extravagant  hopes  of  the  benefits  to  flow 
therefrom.  We  sometimes  hear  it  stated  that  the  ideal  system  of 
forest  taxation  toward  which  we  must  strive,  should  be  such  as  will 
make  possible  the  employment  in  forest-growing  of  all  idle  lands 
not  more  valuable  for  agriculture  or  some  other  use.     And  there 
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appear  to  be  those  who  believe  that  such  will  be  the  result  of  the 
solution  of  the  forest-tax  problem.  Xow  there  is  no  magic  in  taxa- 
tion to  make  a  profitable  industry  arise  where  profit  is  impossible. 
The  effect  of  tax  reform  is  negative  only.  Release  of  the  brakes 
will  remove  one  obstacle  to  the  progress  of  an  automobile,  but  it 
will  not  start  a  balky  engine.  In  like  manner,  tax  reform  may 
remove  an  obstacle  that  has  thus  far  prevented  development  of 
forestry  where  other  conditions  were  favorable.  But  it  cannot 
make  forestry  flourish  where  other  conditions  are  not  favorable. 
There  are  in  the  United  States  thousands  of  acres  of  sub-marginal 
land  as  yet  unsuited  for  any  profitable  use  whatever.  Complete  re- 
mission of  taxation  on  such  lands  would  not  lead  to  their  devotion 
to  forest-growing  or  any  other  use.  On  the  other  hand  reasonable 
taxation,  such  as  we  are  hoping  sometime  to  attain,  will  not  prevent 
any  land  above  the  margin  being  devoted  to  its  most  profitable  use, 
whatever  that  may  be.  Let  us  not  set  up  false  hopes  of  the  results 
of  forest-tax  reform.  The  utmost  we  can  achieve  is  the  elimina- 
tion of  one  serious  obstacle  to  the  development  of  private  forestry 
in  America.  But  that  alone  will  be  an  achievement  w'orthy  of  our 
best  efforts  and  full  of  promise  for  the  ultimate  development  of 
American  forestry. 
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Table  IX 

Ratios  of  Assessments  of  Intangibles  to  Capitalized  Value  of  Interest 
AND  Dividends  as  Reported  for  Federal  Income  Tax 


State 


I'ennsylvania 

Connecticut 

Maryland 

Minnesota 

Iowa 

Rhode  Island 

Virj^inia 

Kentucky 

District  of  Columbia 

Montana 

South  Dakota 

Nebraska 

Kansas 


1920 


75-97 

6.93 

21.46 

28.68 

57-09 
22.43 
61.41 
97.56 
49-74 

35-49 
62.56 


1922 


% 
86.03 

7-50 
19.21 
29.03 

59-30 
2^.31 
64.98 
112.87 
57-61 

28.69 
47.61 
33-87 


1925 


% 

78.06 

6.26 

25-59 

31-94 

67.14 
24.50 

75-51 

106.55 

62.20 

26.52 
66.40 

33-34 
44.80 


Interest  and  dividends  capitalized  at  6  per  cent.     Data  as  to  interest  and 
dividends  taken  from  Stntisfics  of  Income,  Treasury  Department. 


Editor's  Note.  —  The  above  table  was  missing  from  the  manuscrij^t  of 
Prof.  Leland's  paper  when  sent  to  the  printer.  The  omission  was  not  dis- 
covered until  it  was  too  late  to  have  it  inserted  in  its  proper  place  following 
the  first  full  paragraph  on  page  310. 
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